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“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of 
the nation, to control and protect the external value 
of the national monetary unit and to mitigate by 
its influence fluctuations in the general level of 
production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic and 


financial welfare of the Dominion: Therefore, .. . 


—Preamble to the Bank of Canada Act 
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BANK OF CANADA 


February 28, 1957. 


The Hon. W. E. Harris, Q.C., 
Minister of Finance, 


Ottawa. 


Dear Sir, 


In accordance with the provisions of 
the Bank of Canada Act I am transmitting 
herewith my report for the year 1956, and 
a statement of the Bank’s accounts for this 
period which is signed and certified in the 


prescribed manner. 
Yours very truly, 


J. E. COYNE, 


Governor. 


BANK OF CANADA 


REPORT OF THE GOVERNOR 
1956 


In the first part of this Report I shall refer to those features of 
financial developments during the past two years which are of 
particular importance in a discussion of monetary policy, including 
those which have figured prominently in public discussion on this 
subject and others which may not have attracted as much attention 
heretofore. The remainder of the Report (commencing on page 
37) consists of a more comprehensive and detailed review of 
economic and financial affairs in the year 1956. 


For the past year and a half money and credit policy has been 
endeavouring to restrain to a reasonable rate of expansion a great 
upsurge in capital expenditures and in the volume of credit used 
to finance such expenditures. The inflationary pressures that 
developed after mid-1955, when recovery from the 1954 recession 
had brought the economy once more to a state of full employment, 
have not been fully checked. ‘The increase in total expenditures 
in money terms has been greater than the increase in output in 
physical terms, and demand based to a considerable extent on credit 
expansion has been constantly attempting to increase expenditures 
by a still greater margin. Rising prices and costs, a large increase 
in imports and in the deficit in our international balance of pay- 
ments, and rising interest rates, have been among the chief symp- 
toms of the strain to which the economy has been subjected. 


The present period of inflationary pressure differs from 1950-51 
both in the causes of the pressure and in the measures used to 
restrain it. The 1950-51 inflation came suddenly and was of a 
world-wide character, arising out of the Korean War and a huge 
expansion in defence expenditures. It was marked by a large and 
rapid rise in prices of raw commodities as well as a 15% rise over a 
period of 18 months in the cost of living. Inflation came to 
Canada mainly from outside, but the increase in Canadian defence 
expenditures added to the strain and helped to determine the 
measures taken to meet it. “Taxes were increased and consumer 
credit controls adopted in September and October 1950, and some 
direct controls were exercised over scarce materials. At the 
request of the Bank of Canada in February 1951 the chartered 
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banks withdrew from the field of term loans and agreed to an 
overall ceiling on the volume of bank credit. Stock exchanges 
raised margin requirements. Consumer credit control was tight- 
ened in March. Taxes were further increased and depreciation 
allowances deferred in the budget for 1951-52. Monetary policy 
sought to restrain credit expansion, and interest rates rose from 
mid-1950 until mid-1953. 


In 1955-56, on the other hand, inflationary pressures grew by a 
cumulative process rather than by a sudden outbreak. Although 
most countries in the western world experienced a measure of 
inflation it was chiefly due to causes within each country and 
manifested itself more in costs of production and distribution 
than in raw material prices. The rise in the cost of living in 
North America so far in the present cycle has been about one-fifth 
of the post-Korean rise in 1950-51. In Canada, the chief cause 
of inflationary pressures was a great increase in capital expendi- 
tures, a boom in investment, particularly business investment in 
resource development and in fixed assets, construction, and ex- 
pansion of equipment. A significant part of the total, including 
many of the largest projects, arose from large foreign enterprises 
taking the lead in developing Canadian resources with a view 
to export of raw materials to the country of origin of the foreign 
enterprise. 


Special measures of fiscal policy and direct controls were not 
invoked in 1955 or 1956—although the development and mainten- 
ance of a substantial surplus of revenues over expenditures on the 
part of the federal government, in Canada and in the United States, 
have helped to restrain inflation. The main emphasis has been on 
monetary policy. Some improvements in monetary machinery have 
been introduced since 1951, and the experience of 1955-56 may 
suggest some further improvements in technique or in the structure 
of the monetary and banking system that will enable better results 
to be achieved in future. 


The Expansion of Credit 


The outstanding feature of the financial situation in the past year 
and a half has been that the demand for borrowed funds—by business 
corporations, provinces, municipalities, individuals and others—in- 
creased much more rapidly than the growth in the volume of new 
saving and in the supply of money and credit. “There was conse- 
quently strong competition for borrowed funds and interest rates 
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rose. The competition for funds and the rise in interest rates were 
not caused by credit restriction in the sense of a reduction or 
contraction in the amount of credit available. On the contrary the 
money supply increased and the total volume of credit of all kinds 
made available was much greater than ever before. 


Since the demand for loanable funds exceeded even the greatly 
increased supply, lending institutions have not been able to accom- 
modate all potential borrowers in full; they have made such 
disposition of their funds as they chose, within the terms of any 
statutes governing their activities. In view of the rather frequent 
complaints which have recently arisen with regard to the 
availability of housing finance, it should, perhaps, be explicitly 
stated that banks, insurance companies, and all other institutions 
and individuals SO a with the provision of loans for this 
purpose are under no regulation in the nature of credit control 
preventing them from lending money for housing, or requiring 
them to reduce the scale of such lending. So-called “federal credit 
controls’ do not exist. 


It is of course likewise true that there is nothing which requires 
any lender to make a loan he does not want to make, or to make 
loans to any class of borrowers in excess of the amount he wishes 
to devote to that purpose, or to lend more money in any particular 
geographical area than he wishes to, or to lend money at lower 
interest rates than he finds a AWaeeae number of borrowers are 
willing to pay. 

No doubt misunderstanding may sometimes arise as to why a 
requested loan is not made, or not made for the full amount 
requested. On such occasions the decision of an official of a 
lending institution may sometimes be incorrectly attributed to 
directives or controls emanating from the central bank. Diurec- 
tives relating to lending policy may perhaps exist within an insti- 
tution itself, but they have not been issued by the Bank of Canada. 
Clearly, loans may be turned down or reduced because the lender 
feels that the borrower’s project is not sound, or that any larger 
loan than that granted would be imprudent, or because the insti- 
tution’s available funds are not large enough to satisfy all would-be 
borrowers and some process of selection must be applied. From 
time to time different lenders may decide to put more money into 
one type of loan and less into another, especially when there are 
alternative outlets for their funds at attractive interest rates. The 
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exercise by lenders of prudence, discretion and the right of selection 
among a greatly expanded number of would-be borrowers is not 
to be taken as evidence that the central bank is contracting the 
supply of credit or is controlling the allocation of credit to specific 
borrowers. 


In last year’s Report I referred to meetings held with the 
chartered banks in November 1955, where I had expressed the 
view that “the very rapid increase in the use of bank credit to 
finance business and personal expenditures had been well in excess 
of the rate of growth in the country’s production which was 
physically possible once a condition of virtually full employment 
had been reached, and should not be expected to continue on 
the same scale. Requests for new and increased credits should 
be examined very carefully, and existing credit limits surveyed 
with a view to maintaining control over future growth. With 
such a policy, and the adoption of certain practices regarding term 
lending and liquid asset ratios, it was believed that the ordinary 
workings of monetary policy could moderate sufficiently the 
demand for and the availability of bank credit. It was not 
considered necessary as of that time, November, to propose any 
overall ceiling or limitation and it was hoped to avoid such a 
measure in the future. Some continuing increase in total bank 
loans would very likely be required, but any tendencies toward 
excessive use of bank credit by any category of borrower would 
have to be resisted.” 


The amount of bank loans outstanding continued to rise, mainly 
as a result of borrowers’ further calls on lines of credit previously 
authorized. In addition, some obtained increases in their author- 
ized credits, as must be expected in a growing economy. In 
overall terms, the expansion in general bank credit more or less 
levelled off in June 1956, after a further increase much 
greater than was thought likely in the previous November. Some 
categories of bank loans have shown greater increases than others, 
and a few have decreased moderately since mid-year. From 
December 1955 to December 1956 there was an increase in total 
bank loans of 12%. For the twelve months from June 1955 to 
June 1956 the rate of increase was 28%. Banks sold their pre- 
viously-acquired holdings of Government securities in large volume 
(about $1,200 million from June 1955 to December 1956) and at 
times at a loss, in order to raise funds to finance the increase in their 
loans and investments. A comparison of the growth in bank loans 
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since the previous peak in economic activity (1953) with the 
growth in gross national product is given in a chart on page 28. 


One field of short-term credit in which, after a rapid expansion, 
the banks have taken special steps to limit their volume of loans, is 
in relation to instalment finance companies. Chartered banks have 
not authorized any increases in lines of credit for instalment finance 
companies since November 1955. Owing to the gap between 
availments and authorized limits, actual amounts outstanding by 
way of bank loans in this category continued to increase in 1956. 
In November, following the failure of the companies concerned 
to agree on measures to limit the expansion of their lending, the 
banks took the further step of changing authorized credit limits 
for the larger companies so that no further increase would be 
permitted to bank loans to such companies beyond the maximum 
point reached up to that time, except on a purely temporary basis. 
This limitation on the availability of bank credit has not apparently 
affected the ability of the companies concerned to obtain funds 
from other sources. 


Throughout 1956 the chartered banks continued to make sub- 
stantial advances by way of insured housing loans, although 
commitments for new investments of this character progressively 
decreased. The total of new approvals of housing loans by banks 
in 1956 was about half as great as in 1955, and by the year-end the 
banks had very largely withdrawn from this field of lending. 
Long term investments made from and limited by funds accruing 
from the growth of savings deposits are in quite a different category 
from credit expansion in the form of current or demand loans to 
businesses and individuals, which may reach excessive proportions. 
As discussed later, the financing of such credit expansion through 
the use of funds arising from savings deposits, both directly and 
from the sale of Government bonds in which savings deposits 
previously received had been invested, has been one of the less 
predictable and less stable features of monetary developments 
over the past two years. 


In addition to loans by banks there has been in the past two years 
a great increase in the amount of loans and investments made by 
various lending institutions and individuals. In 1955 and again in 
1956 there was an increase in the amount of credit available in 
almost every field of lending. Provincial governments, muni- 
cipalities and school commissions, house builders, industrial 
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enterprises, merchandisers, public utilities, and consumers—all 
borrowed more money in 1956, obtained more credit, than in 
any previous year, though in some cases not as much more as 
they would have liked. The allocation of the increased total 
of credit among them was freely determined by negotiations 
between borrowers, lenders, spenders, savers and intermediaries 
without any regulation other than that normally applicable to 
the operations of different kinds of institutions. Some difficulties 
have assuredly arisen in the course of the intense competition— 
one might almost say scramble—for borrowed funds during the 
past twelve to eighteen months. These difficulties arose in the 
process of a free and unrestricted competition for a larger, not a 
smaller, supply of loanable funds, that is, in a period of expansion 
of credit, not contraction. 


It might perhaps be argued that a greater degree of restraint on 
the rate of credit expansion should have been exerted by the 
monetary authorities. Reasons why this did not appear to be 
feasible in the circumstances are discussed later. Certain forms of 
credit proved to be not amenable to monetary influence. What 
was in fact accomplished was to cause the expansion of total bank 
credit to slow down and taper off, until by the latter part of 1956 
it had more or less been brought to a halt in overall terms, but at a 
considerably higher absolute level than might have been anticipated 
or desired. 


Economic Expansion versus Inflation 


The object of economic policy in the world of today is to 
promote high levels of economic activity and employment with 
stability of prices—to facilitate economic growth at the highest 
rate that can be sustained for years at a time without endangering 
the stability of the currency or the cost of living. A hectic 
attempt to expand too fast is inconsistent with these objectives, 
and is also self-defeating. In addition to promoting inflation, it 
is bound to create excesses and distortions, overcapacity in some 
fields and deficiencies in others, and to end in a recession or 
depression which brings expansion for a time to an end. The 
greater the excess of attempted expansion over that reasonably 
attainable, the sooner will the recession arrive and the worse will 
be its rigours and difficulties of adjustment. 


A policy of resistance to inflation is designed not to prevent 
economic growth but to increase it, by prolonging the period 
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in which conditions favourable to growth may continue, and by 
discouraging the development of conditions, such as unsound 
credit practices and mounting prices and costs, which interfere 
with smooth and continuous adjustment to changing circumstances 
in a growing economy. 

The evils of inflation need no elaboration. Its effect is to 
restrict personal consumption, at a time when more goods and 
services are being used for capital investment, or war, or govern- 
ment deficits, or for the creation of an export surplus, than can 
be provided by voluntary saving, i.e. voluntary abstention from 
consumption, from the spending of income. Inflation forcibly 
restricts consumption by exacting the greatest sacrifice from those 
least able to bear it. It sets up many social and economic stresses, 
and it feeds on itself—the so-called spiral of inflation of prices 
and costs. 


The endeavour to maintain stability of prices in conjunction 
with economic growth, to achieve expansion without inflation, 
depends for its success on the attitudes and activities of all members 
of society. In the field of collective social action, one of the 
objects of fiscal policy is to act as a stabilizer, as well as to encour- 
age an environment favourable to growth. Even without special 
measures of fiscal policy to provide incentive to or discouragement 
of particular areas of activity, the progressive income tax to some 
extent opposes excessive tendencies towards inflation or deflation, 
absorbing part of the increase in incomes when prices and income 
are rising, and taking less money out of incomes at a time of a 
decline in prices and income. The operations of unemployment 
insurance have an automatic stabilizing influence in the economy, 
or as some would say act as a “built-in stabilizer”; both the volume 
of premium receipts and the volume of benefit payments vary in 
such a way as to offer some resistance to inflationary or deflationary 
developments. 


Monetary policy like fiscal policy is intended both to encourage 
growth and to act as a stabilizing factor. It operates in part auto- 
matically, but also by the exercise of judgment on the part of 
the monetary authorities. “The endeavour must be to find under 
varying circumstances the appropriate relationship between money 
supply and the rate of total spending in the economy, so that 
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saving and investment, between capacity output and total spending, 
and towards fluctuations in the average level of prices, will be 
met by opposing tendencies, particularly through the medium of 
changes in interest rates and of restraint on or encouragement 
of short-term credit expansion. 


Excessive Total Spending 
During 1956 the Canadian economy was subject to serious 


inflationary pressures. While physical output expanded by the 
unusually large increment of 7% over 1955, the money value 
of expenditures on goods and services grew even more rapidly. 
As it turned out, the dollars being spent could only be matched 
with goods and services by having both a great increase in 
imports, which doubled the balance of payments deficit to a 
record total of $1,400 million, and by a general marking-up of 
prices, which amounted to some 4% over-all. 


This rise in prices took place notwithstanding the large 
increase in output, notwithstanding the addition to physical 
supplies through the large increase in imports, notwithstanding 
the degree of monetary tightness that developed, and notwith- 
standing the restraining effect of a rise in the exchange value 
of the Canadian dollar which more than offset the effect on 
Canadian prices of the contemporaneous increase in general price 
levels abroad. 


While average Canadian prices rose 4% during 1956, the increase 
in costs was about 6% in the field of business fixed investment, 
where pressure of demand was greatest. By December the con- 
sumer price index was 3% higher than a year earlier, the rise having 
started in May. During the year the exchange value of the 
Canadian dollar rose about 4°%%4, a movement which exercised a 
restraining effect on prices in Canada. While there is a time-lag 
in some of the price effects of changes in exchange rates, I have 
no doubt that, if this exchange rate movement had not occurred, 
the rise in the cost of living in Canada in 1956 would have been 
greater than that actually experienced, and considerably greater 
than the rise in the cost of living in the United States. ‘This 
point may be illustrated in another way, as follows: An 
American living in Canada on a pension or other fixed income 
payable in U.S. dollars found his effective cost of living increase 
by 7.2% from December 1955 to December 1956. Canadians 
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with incomes in Canadian dollars found the overall cost of living | 


rise by 3.0%. Americans living in the United States experienced 
a 2.5% increase in their cost of living during 1956. 


A rise in the consumer price index of 3% in a period of seven 
months is disturbing, and would certainly be dangerous if it 
were to continue at the same pace. A continuation of inflationary 
pressures in the economy, particularly in the field of capital 
investment, would put additional strength into the cost-price 
spiral. If there should occur a reduction in the exchange value 
of the Canadian dollar in 1957 this would also bring in its train 
further increases in the Canadian price level, unless it took place 
at a time of declining prices abroad. 


Total expenditures on goods and services of all kinds, including 
capital expenditures, personal consumption expenditures and 
government expenditures, were approximately $29.7 billion in 
1956. This was about $1.2 billion more than the same goods 
and services would have cost if domestic prices had remained at 
the average 1955 level and may be regarded as a measure of the 
degree to which total expenditure was excessive in the sense that 
it outran the increase in production plus imports. (As already 
stated, external prices did not affect the general Canadian price 
level because of the movement of the exchange rate.) I believe 
that total spending of all kinds in 1956—the combination of capital 
expenditures, personal consumption expenditures and government 
expenditures, domestic expenditures as well as expenditures for 
imports—was at least $1 billion greater than would have been 
desirable from the point of view of general stability and sound 
economic growth. 


The physical limitations on the possible degree of real expansion 
in output do not give way to the pressure of excessive purchasing 
power based on credit expansion. What gives way is prices, 
and the balance of payments. Once a condition of full employ- 
ment has been reached, the annual rate of increase in output in 
real terms is of necessity limited to an amount which is determined 
by the increase in the labour force compounded by the increase 
in average productivity for the economy as a whole. Special 
factors may permit an abnormally large increase in output in a 
particular year, such as (1) that the economy was depressed in the 
preceding year with unutilized resources waiting to be called 
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into use, which was the situation in the first part of 1955 and 
affects comparisons between 1955 as a whole and 1956; (2) that 
an abnormally large increase occurs in the labour force through 
a substantial rise in immigration or through the entry or re-entry 
into the labour force in large numbers of retired workers or 
married women, etc.; (3) that for some reason productivity 
increases for a short period at more than the long-term average 
rate; (4) that special factors such as weather conditions produce 
a substantially higher grain crop than in the previous year. All 
these conditions except perhaps number (3) appear to have 
affected the comparison of output in 1956 with 1955 to a degree 
that it would be unreasonable to expect to be duplicated in 1957 
as compared with 1956. 


When capital investment and other forms of spending tend 
to outrun the physical increase in production, the result in 
terms of price rises and increased imports must follow as the 
night the day. The present level of the excess of imports over 
exports may be regarded from some points of view as undesirable, 
but it must be recognized that any drop in the net deficit in the 
current account of the balance of payments, unless accompanied 
by a drop in total expenditures in the economy, would result in 
domestic resources being subjected to greater pressure. On the 
other hand, continuation of a large balance of payments deficit 
must itself be regarded as a symptom of an excess of total demand 
over supply available from domestic resources, even if particular 
sectors of the domestic economy might be under-employed for 
a time. In the early weeks of 1957 the deficit is running at a 
higher rate than in the corresponding period in 1956. 


Capital Expenditures 

The inflationary pressures that were at work in 1955 and 
1956 were not the result, at least in North America, of those 
dynamic factors which have been most apparent in other inflation- 
ary periods. ‘They did not arise from war or the aftermath of war: 
defence expenditures, though large, have not increased in recent 
years. The national governments in Canada and the United 
States have not been running large deficits: on the contrary they 
have had overall surpluses of revenues in excess of total expendi- 
tures both current and capital. Although certain forms of con- 
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sumer expenditure financed to an increasing degree by a particular 
kind of credit expansion have contributed to the inflationary 
pressures, consumer expenditures in total have not been a major 
factor: consumers have not gone on a “spending spree” on the 
whole, and the rate of personal saving as a percentage of income 
has increased since the middle of 1955. And the central banks 
have not, I trust, behaved irresponsibly: certainly there have been 
few if any voices declaring that monetary management has erred 
to a major degree on the side of “easy money”. Rather, the 
dynamic factor, the factor showing the greatest change over the 
past two years, and the cause of the recovery turning into a 
boom, has been a tremendous upsurge in the rate of capital 
investment, that is, of expenditures for capital goods and for 
construction of all kinds, but mainly for the expansion of industry 
and the development of resources. ‘This has been even more 
true of Canada than of the United States. A multitude of 
Canadians and non-residents alike have found projects of 
economic expansion which all seem justifiable, useful, and 
potentially profitable, but which in the aggregate have been 
more than could be accomplished all at the same time. 


In February 1956 the Department of Trade and Commerce 
published its annual survey of private and public investment inten- 
tions, that is of the planned level of capital expenditures on new 
construction and for machinery and equipment. ‘The figure indi- 
cated was $7,500 million, a rise of 21% over the actual amount 
spent in 1955. “Ihe Department concluded that “the accomplish- 
ment of a capital expenditure programme of the magnitude planned 
would place a considerable strain on the available supplies of 
labour, materials and investment funds. Only with a combination 
of unusually favourable circumstances does it seem likely that such 
a programme could be accomplished. It is possible, however, that 
rising costs will tend to maintain the level of dollar outlays even 
though, in physical terms, the programme should fall short of 
expectations.” A revised survey published by the Department in 
July showed an intended total of expenditures of this character 
amounting to $8,000 million, which the survey said “appears to be 
too large to be physically attainable in the present year”. 


At this time the Bank of Canada announced that in view of the 
heavy program of capital expenditures being undertaken by private 
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industry, it would delay for one year, i.e. until October 1958, the 
completion of its new building in Toronto on which work had 
started the previous November. It was stated that arrangements 
had been made to stretch out the construction programme and 
carry it on at about half the pace called for by original plans. 
In commenting on this action I expressed the view that 
“it would be impossible for a total program of $8 billion in 
construction and additions to machinery and equipment to be 
carried out this year without a substantial rise in costs. Physical 
resources and facilities could not take care of the requirements of 
a programme of that size. To avoid a competitive bidding up of 
prices and costs, a number of proposed projects would have to be 
postponed or, as in the case of the Bank’s own building, stretched 
out over a longer period of time than the original plans contem- 
plated. In addition to easing the strain on resources in 1956 and 
1957, the postponement of various development programmes would 
have the further value of ensuring the continuation of a large 
volume of activity into 1958 and later years.” In the event, total 
dollar outlays for capital expenditures are now estimated by the 
Department as having reached $7,900 million, including a sub- 
stantial element of price increase. The physical programme was not 
accomplished, but the attempt to carry out so large a programme 
contributed greatly to the rising trend of prices and costs through- 
out the economy. 


Total capital expenditures including housing, business investment 
in plant and equipment, investment by government owned enter- 
prises such as railways and hydro-electric systems, government 
expenditures on highways, structures and equipment, and invest- 
ment in inventories, have risen much more than consumption ex- 
penditures or ordinary government expenditures for goods and 
Services. Capital expenditures have increased much more in Canada, 
and require a greater proportion of gross national product, than in 
most other countries. It is solely for this reason that foreign 
capital has been required to augment Canadian savings and a 
large excess of imports over exports has developed. The net 
deficit in the current account of our balance of payments, and 
the correspondingly large net borrowing from abroad, are the 
measure of the shortfall of new savings in Canada as compared 
with total actual capital expenditures. 
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Foreign Borrowing 

The rate of personal saving out of income has increased since 
mid-1955, and is higher in Canada than in the United States and 
many other countries. Even so, the demand for the use of savings 
for investment has increased still more, and has had to draw on the 
savings of other countries (where interest rates have also risen 
sharply) to provide a significant part of the goods and services 
needed to carry out a capital investment programme on a scale 
too large for our own resources. I emphasize that it is the savings 
of other countries in the form of goods and services that we have 
drawn on; merely borrowing money would be of no significance 
in this connection—the money has to be spent abroad on goods and 
services if it is to make a contribution to carrying out the physical 
investment programme in Canada. 


When a Canadian borrows United States dollars or other foreign 
currency, he may want to pay for imports of goods himself, 
though this is not the usual case. Usually he borrows foreign 
currency in order to sell it for Canadian dollars; for this purpose 
he must find someone who already has Canadian dollars and is 
willing to exchange them for foreign currency. Similarly a 
foreign company wanting to establish a plant or develop a mine 
in Canada must persuade an existing holder of Canadian dollars 
to accept foreign currency in exchange. After allowing for those 
cases of Canadians desiring foreign currency in order to make 
an investment abroad, the net accretion of foreign currency to 
Canadians through capital transactions can only be wanted for 


the purpose of buying goods and services abroad. 


Since every “import” of foreign currency must be exchanged 
for Canadian dollars out of the existing supply in private hands, 
it is evident that borrowing abroad does not expand the total supply 
of money in Canada. (We have a free exchange market and neither 
the government nor the central bank is obligated—as they are in 
many countries—to buy all the foreign currency coming on the 
market at a fixed rate of exchange, paying for it with domestic 
currency. In fact, fluctuations in the official foreign exchange , 
reserves are small and unimportant in this connection.) It follows 
that it would not be “no more inflationary”, as some commentators 
have suggested, for the central bank to expand the money supply 
to such an extent that provincial and municipal governments and 
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corporations could borrow more cheaply and in greater volume 
in Canada and refrain from borrowing abroad. On the contrary, 
such action would be extremely inflationary: it would expand 
the money supply whereas borrowing abroad does not, and it 
would not increase the supply of goods and services available for 
Canadian use, whereas borrowing abroad for the most part does 
have that Bicen Neither course serves to reduce demand for 
goods and services desired for investment in Canada, but bor- 
rowing abroad, leading to an increase in the supply of (imported ) 
goods and services, may help to satisfy that demand with less 
rise in prices. If it be said that total demand or some elements 
of it ought to be reduced, by some means outside the field 
of monetary operations, that is a separate matter to which I shall 
refer later. 


The foregoing remarks are made by way of analysis and exposi- 
tion, and not of approbation of foreign borrowing or of an excess 
of imports over exports. Those who borrow U.S. dollars now, at 
the present rate of exchange, put themselves at the hazard of future 
movements of the rate in the other direction. Foreign currency 
converted now into Canadian dollars at a discount may have to be 
paid back, and annual interest for many years may have to be paid, 
when there is a premium on foreign currency. This 1s a risk 
which borrowers should weigh against the apparent saving in 
interest rates through borrowing abroad. With respect to imports, 
as already indicated, without a large net import of goods and 
services from abroad the total investment programme in physical 
terms would have to be smaller. Whether this would be a good 
thing is a matter of opinion. A smaller total investment pro- 
gramme could be carried out with less reliance on foreign capital 
and on imports of goods and services, and without any necessary 
reduction in overall employment in Canada. Apart from physical 
considerations, an import surplus or balance of payments deficit 
of the present size is the product and symptom of an excessive rate 
of spending in the economy, not just of a reasonable rate of real 
growth. It would be disturbing to think of an import surplus of 
such magnitude continuing for an indefinite period. 


Interest Rates and Saving 


Much has been heard this past year about “tight money” and 
rising interest rates. The “tightness” in the money supply has 
not come about through any absolute reduction; there has only 
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been a tapering off in the rate of increase, while demand increased 
to a much greater degree than supply. 


As a result of this pressure of demand, interest rates have shown 
a marked increase since the early months of 1955. By the end of 
1956 interest rates on Government of Canada long-term securities 
were higher than in 1953. Rates on provincial, municipal and 
corporate securities went above 1953 levels some months earlier 
and the margin between such yields and the yield on Government 
of Canada securities has widened. Net new money raised by the 
sale of new issues by these borrowers increased by 80% in 1956 
over 1955—clear evidence of the great increase in demand. ‘These 
matters are discussed in more detail in later sections of this Report. 
Here [ wish to point out that while the central bank did not cause 
the rise in interest rates, it could presumably have prevented the 
rise, but only by creating a further huge increase in the money 
supply, so that all demands by would-be borrowers would have 
been met at some lower level of interest rates, at the expense of a 
rapidly accelerating inflation of prices of goods and services 
throughout the whole economy. 

The rise in interest rates, produced by competition among 
borrowers, causes some would-be borrowers to withdraw from 
the market or reduce the scale of their borrowing. It also 
leads to an increase of saving, that is, voluntary restriction 
of spending by those able and willing to take such action. 
Some save in order to pay off debts previously incurred and 
free themselves from the expense of paying interest; some 
save in order to buy securities at attractive yields; some save 
in order to carry out next year, or later, a spending programme 
that would have required borrowing this year; millions of 
people may increase their savings almost without knowing it, 
through the increase in interest credited to their savings accounts 
or to the value of their life insurance policies. For every borrower 
there are many lenders—because a great part of the lending is done 
by banks, insurance companies, pension funds and other institutions 
whose job is to invest to best advantage the funds that have been 
entrusted to them by millions of Canadian citizens, mostly of 
modest means. The man of wealth invests his own funds, often 
in corporate stocks; the man of the middle or low-income range 
does most of his investing indirectly through the institutions 
mentioned. 
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To the extent that additional saving can be achieved, the pressure 
of demand from those wishing to make capital expenditures on an 
increased scale can be satisfied without increased reliance on 
imports and without further price inflation. Inflationary pressures 
can also be reduced by discouraging some capital expenditures so 
that demand does not expand so fast. The competition for bor- 
rowed funds operates to discourage some would-be borrowers. 


If there were no need to compete for borrowed funds, if all 
would-be borrowers were provided with all the money they 
wanted, the resulting competition for goods and services, un- 
restrained by monetary considerations, would likewise result in 
a number of would-be spenders dropping out of the race. Not 
all could be satisfied, for the supply of goods and services is limited 
by physical peerore In this case, however, the selection of 
successful and unsuccessful AE vaecaes for supplies would be accom- 
plished by means of a precipitous rise in prices and costs, to the 
great disadvantage of others in the community. 


Not all persons making or wishing to make capital expenditures 


/ are borrowers. Many by their personal or corporate savings supply 


all or part of the funds they require and, in effect, exchange goods 
and services they might otherwise have consumed, for goods and 
services required for their capital project, be it a new home, or a 
factory, or a school, or whatever. On the other hand, not all 
who save wish to make capital expenditures; it is necessary that 
their savings should be made available, voluntarily and for a 
sufficient reward, for lending to those whose capital projects 
exceed their own savings. Unless this can be carried out on a 
sufficient scale, there cannot be full employment of available 
resources. [he medium for the transfer of savings from savers 
to investors is money, and credit extension based on money. It 
is important, therefore, that the supply of money be adequate— 
which means under normal conditions of economic growth that 
it should increase from year to year—but that it should not be 
so large as to permit credit expansion to outrun the accumulation 
of new savings. Money and credit not based on real saving have 
no real value for the community as a whole, and since one unit 
of money in one man’s hands or bank account is indistinguishable 
from another unit of money in another man’s hands or bank 
account, the worthless element in an excessive supply of money 
and credit dilutes the real value of all units of money in every- 
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one’s hands and bank accounts, and of all money payments to 
be received in the future. 


The monetary policy which has been followed in Canada for 
the past two years has been designed to provide increasing resistance 
to the continuing expansion of credit, to encourage increased 
saving, and to offer some discouragement to increased borrowing. 
In the face of the tremendous increase in the demand for credit, 
this policy has, so far as it went, had the effect of restraining ie 
rise in Canadian prices, in the cost of living, and in the costs of 
production of export industries and of domestic industries alike. 
Any significantly greater expansion of money and credit than that 
which has in fact taken place would have given greater leeway to 
inflationary pressures and a further climb up the cost-price spiral 
would have ensued. 


Problems for Monetary Policy 


The job of a central bank is to manage the money supply in such 
manner as to contribute both to economic growth and to stability 
of prices. It can make its contribution, and use its influence, but 
it cannot ensure the total achievement of either objective. As 
expressed in the preamble to the Bank of Canada Act, the role 
must be that of “mitigating fluctuations” in a normally free 
economy where actual decisions, on production, distribution, con- 
sumption, saving and investment, must be taken by the millions 
of individuals and all the various governments, business enterprises 
and institutions that make up the nation. 


It is doubtful if monetary policy can be expected by any reason- 
able degree of severity in its application to prevent price inflation 
entirely in the face of pressures of the nature and degree experi- 
enced last year in Canada and in many other countries. Monetary 
operations must be elastic rather than rigid. No one, particularly 
in the early stages of a boom, can choose some particular moment 
at which to decide that inflationary dangers are present without 
doubt and in dangerous degree. An upward trend in economic 
activity may prove short-lived and be succeeded by a downward 
trend for reasons which can be discerned, if at all, only some time 
after the event. “The question at issue is always one of degree and 
of the probable continuation as well as direction of discernible 
trends. 


Since it is the duty of the central bank to resist excessive ten- 
dencies towards either inflation or deflation in the economy, it has 
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sometimes been described as being required to “lean against the 
wind”. Perhaps a more accurate description would be to say 
that in seeking to act as a stabilizing factor in relation to the total 
rate of spending in the economy, the job of the central bank is to 
yield somewhat to the wind but offer increasing resistance. ‘This 
is particularly noticeable in a time of rising rate of spending, with 
a growth in the demand for money, which a central bank will 
normally satisfy in part, but only in part, and satisfy to a pro- 
gressively smaller degree if the demand for money continues to 
erow at a faster rate than the rate of increase in physical output. 


There can be tightening of money even with an increase in 
supply, or easing of money even with a contraction of supply, for 
tightness and ease are relative conditions depending on demand as 
eal as supply. The degree of relative tightness or ease usually 
is affected much more by changes in demand than by changes in 
supply, for fluctuations in demand are larger and more frequent 
and take place more quickly than is or could be the case with 
changes in supply. 


While the central bank can influence the quantity of money 
(currency and bank deposits), there is no fixed relationship 
between the quantity of money and the rate of spending. At any 
given moment a varying proportion of the money supply is in- 
active, lying in dormant deposits, but»capable of being activated 
if sufficient incentive is offered. Rising interest rates and in- 
creased efforts by would-be borrowers cause the owners of previ- 
ously inactive deposits to lend them to those who want to make 
capital expenditures, or other expenditures. The degree of quanti- 
tative restriction that would be needed to overcome the increase in 
“rate of turnover” of deposits is very great in the early stages of a 
boom (when it is most difficult to adopt a really rigorous policy) 
but the scope for further activation of inactive deposits diminishes 
over a period of time. 


It might be said that by making money sufficiently “tight” the 
central bank could cause such intensification of competition for a 
limited supply of loanable funds as to result in the withdrawal of 
many more would-be borrowers than hitherto, to the point where 
no excess demand would remain. There were several reasons wh 
such a degree of monetary restraint could not be considered feasible 
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in Canada in 1956, and why the degree of restraint that did seem 
feasible did not limit credit expansion as much as would have been 
desirable. 


One reason arises from the fact that the more intensive the 
competition for loanable funds—whether made more intensive by 
an increase in demand for money or by a decrease in the supply of 
money—the greater will be the rise in interest rates. While there 
were periods of falling interest rates in 1956, the overall rise during 
the year was in the circumstances about as large and as rapid as 
could be digested without upsetting financial markets and invest- 
ment practices upon which the successful financing of provincial, 
municipal and corporate capital expenditures depends, as well as 
housing finance. “The maintenance of orderly conditions in finan- 
cial markets, and the avoidance of a serious disruption of the flow 
of funds foci savings to investment, is a responsibility of a central 
bank, both in the interests of economic growth and in the interests 
of government finance and the government securities market 
through which (by buying or selling securities) the central bank 
is able to regulate the money supply. Accordingly, at times when 
selling appeared in volume in the government securities market 
and bond prices were falling, the Bank purchased securities to 
moderate the rate of movement in prices and yields. At other 
times, when there was buying demand in the market, securities 
were sold with a view to offsetting the increase in money supply 
occasioned by the previous purchases. On balance the Bank was 
a purchaser during the period of falling bond prices. In 1956 its 
holdings of Government securities increased by $10 millions (par 
values). Its net purchases of securities in the market were many 
times this figure. Sales to Government accounts and reductions 
through retirement of securities at maturity dates were nearly as 
great as purchases in the market. ‘The Bank’s participation in the 
market for Government securities, in conjunction with the retire- 
ment of debt by the Government, had the effect of moderating the 
rise in interest rates so that the level reached was lower than would 
otherwise have been reached under the pressure of demand. 


Finance Companies 


A special case of credit expansion feeding on the process of 
activation of inactive deposits assumed significant proportions 
during 1955 and 1956, namely, a very large increase in the volume 
of consumer credit, particularly as financed by instalment finance 
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companies and small-loan companies. An increase in the amount 
of consumer credit outstanding means an increase in the 
amount of consumption in excess of income; such dissaving 
on the part of some is made possible because others consume less 
than their incomes. At a time when all the saving that can be 
accomplished is needed to provide resources for the capital invest- 
ment programme and thereby expand productive capacity, diver- 
sion of an increasing amount of savings to finance consumption 
is something of an anomaly. ‘The total increase in consumer credit 
in 1956 was not as large as in 1955 because in 1956 the chartered 
banks reduced by $6 million their direct personal loans of this 
character, whereas in 1955 such loans increased by $89 million. 
Other forms of consumer credit increased by $250 million in 1955 
and $289 million in 1956, the rate of increase being particularly 
marked in the case of instalment finance companies and personal 
loan companies. 


Finance companies carry on an operation which is in all essentials 
banking, but are not restrained by changes in monetary conditions. 
They are able to compete for deposits through the sale of short- 
term paper in the money market and to raise funds in securities 
markets, paying any necessary rate of interest for these purposes, 
for increased interest costs do not appear to deter consumer bor- 
rowing. Banks may not charge more than 6% interest on loans. 
Finance companies are not limited in this respect and their rates 
of interest or carrying charges range from 1% to 2% per month, 
i.e. 12% to 24% per year, or more. Some of the companies are 
subsidiaries of large foreign corporations and can obtain funds 
directly from them. Finance companies are not required to 
maintain reserves nor are they subject to regulation in the way 
that banks, life insurance companies and some other investment 
institutions are. 


In a time of inflationary pressure finance companies tend to make 
credit “easier”—by requiring lower down-payments and permit- 
ting longer time for repayment, as happened in 1955 and 1956 
particularly in the case of automobile financing—whereas other 
institutions at such times try to move in the opposite direction. 
By encouraging a rapid increase in dissaving (consumption in 
excess of income) on the part of a significant proportion of the 
population, a large increase in consumer credit adds to the less 
healthy features of a boom, and the need to pay back such in- 
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creased loans may well coincide with a period of post-boom 
recession and increase its severity. While consumer credit may be 
a useful adjunct of modern merchandising, large fluctuations in the 
volume of such credit make it a de-stabilizing factor working 
against the stabilizing efforts of fiscal and monetary policy. The 
existence of what amounts to a rival banking system, competing 
for deposits and short-term funds in order to make short-term 
loans to finance consumption (and to an increasing extent the 
instalment finance companies also make loans to industrial, con- 
tracting, transportation, merchandising and other businesses) with- 
out supervision or regulation, and out of step with the trend 
of credit policy in the regular banking system, can be a definite 
handicap to monetary policy during a boom, and will also have 
de-stabilizing effects during any recession PE activity that may 
ensue. 


The Banking System 


One reason why it is not possible to predict the effects of 
monetary measures with accuracy is the uncertainty, which must 
always exist to some degree, as to the reaction of the banking 
system itself to such measures. In Canada this has been more 
noticeable perhaps than elsewhere because of the extent to which 
commercial banking functions and savings banking functions are 
inter-mingled in the operations of the chartered banks. Over 80% 
of total personal savings deposits in Canada are held with the 
chartered banks, and the pattern of investment of such deposits has 
varied widely at different times. The banks may under conditions 
of inflationary pressure expand their commercial and general loans, 
and other forms of short-term credit from such funds, which in “ 
other times would go into long-term investments, including (since 
1954) housing loans. ‘This has happened in each of the postwar 
credit expansion cycles (1947-48, 1950-51, 1952-53 and 1955-56). 


The possibility of such a development has made it necessary 
for the central bank to regard the total volume of deposits of 
the chartered banks, including personal savings deposits, as 
forming part of the money supply, whereas the savings 
deposits held with specialized savings institutions (e.g. trust com- 
panies, loan companies, savings banks, credit unions) are not so 
regarded. At a time of strong demand for short-term credit, 
therefore, the central bank must endeavour to restrain any increase 
in total bank deposits, to such degree that the natural and virtually 
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unavoidable increase in personal savings deposits is largely or at 
times entirely matched by a decline in other deposits. 


Even so, the effects on credit expansion of any particular degree 
of restraint on monetary expansion cannot be predicted with 
confidence, because of the availability for commercial and general 
loans of funds that can be obtained by the banks by selling in large 
volume the Government securities in which a considerable pro- 
portion of their savings deposits had previously been invested. By 
this means, the greater part of the resources of the banks’ savings 
departments have been available as required from time to time to 
augment the other resources of the banks’ commercial banking 
departments when the demand for commercial loans has been 
particularly great. Housing loans and other investments have 
been the residual form of investment for the savings departments 
of the banks. 


In other countries personal savings deposits are chiefly held by 
separate and specialized institutions, sometimes called building 
societies, sometimes called savings and loan associations, sometimes 
called savings banks or mutual savings banks, which make a practice 
of investing such funds in housing loans and in relatively long-term 
securities. ‘Their objective is to invest to the best advantage in 
order to obtain the largest revenue consistent with prudent invest- 
ment practices, and in order thereby to be able to pay the highest 
possible rate of interest to their depositors. Experience has shown 
that rarely if ever does a savings institution encounter an actual 
decline in its total volume of deposits, other than purely temporary 
or seasonal fluctuations which a reasonable degree of liquidity in its 
assets will permit it to meet without having to run the risk of losses 
through sales of long-term investments prior to maturity. ‘The 
great bulk of personal savings deposits, increasing from year to 
year, are accordingly invested in non-commercial-banking types 
of loans and investments, and the central bank does not regard such 
deposits as part of the supply of “money” that need be directly 


influenced by monetary operations. 


The different evolution of the Canadian banking structure has 
created problems relating both to fluctuations in short-term credit 
and to fluctuations in long-term investment. Until 1954 the 
Canadian chartered banks were not permitted by law to lend 
money on housing or other forms of real estate, presumably because 
they were primarily regarded as commercial banks. Because of 
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their efficient operation of a widespread branch system in a large 
sparsely settled country they managed to attract most of the 
personal savings deposits of the people, and these became increas- 
ingly important as the country developed. The increase in the 
chartered banks’ savings deposits has averaged $340 million a year 
over the last five years and will no doubt continue to rise in the 
future. Specialized savings institutions grew much more slowly, 
and mainly in the large cities. The kind of investments such insti- 
tutions might have made were for the most part not made by the 
chartered banks. 


In 1954 the Bank Act was amended to permit the chartered 
banks to make mortgage loans on new houses, loans insured under 
the National Housing Act. This was an important improvement 
in the machinery of the Canadian capital market. I believe it 
would be desirable if means could now be found to encourage 
greater stability in the rate of long-term investment by the banks 
in those fields where they may now operate. 


It may be that specialized savings institutions, which invest their 
funds in housing loans and other long-term investments and are 
able thereby to pay higher rates of interest on savings deposits 
than the chartered banks, will grow in importance and attract a 
growing part of the future personal savings of Canadians. To 
maintain their relative position, the chartered banks may find it 
desirable and necessary to operate in respect of the resources of 
their savings departments in much the same way as a savings bank 
and use such resources to provide funds for the kinds of investment 
naturally associated with long-term savings. 


To the extent that personal savings were segregated from the 
commercial lending field, they could be regarded as likewise 
removed from the category of “money supply”. The banks’ 
short-term credit operations would become more responsive to 
changes in monetary conditions. It would, of course, be the duty 
of the central bank—as it is today—to see that sufficient money was 
made available to permit an adequate volume of short-term credit 
to be provided through the banking system. ‘The volume of short- 
term loans might not be any different from what it has been, on the 
average and allowing for normal growth, but a tendency towards 
excessive expansion in periods of inflationary pressures would be 
more readily restrained. Fluctuations in mortgage lending would 
of course be much less pronounced. The workings of monetary 


° 30 


policy would become more predictable and more effective. The 
possibility of a gradual approach towards arrangements of the sort 
outlined would seem to be worthy of study and discussion. 
Progress in such an approach would be directed towards expanding 
mortgage loans and other appropriate investments based on future 
increases in savings deposits, not reducing the volume of com- 
mercial or general loans. 


Competition for Money and Resources 


In any condition of an excess of physical demand over physical 
supply, some elements of demand must of necessity give way, 
lose out to others. Competition for money with higher interest 
rates produces fewer casualties and less social stress than un- 
restricted competition for goods with higher prices. Better a 
rise in the price of borrowed money (and so a stimulus to those 
who save) than a very great rise in the price of goods and housing, 
in the cost of schools and hospitals and public utilities, and in the 
costs of production of exporting and all other industries throughout 
the nation, plus a diminution in the value of savings held as a 
reserve against future needs. 


Whenever there is an excess of demand over supply, and the 
competition for funds with which to make the desired expendi- 
tures is intense, the results in terms of who gets how much at 
what cost will not give satisfaction to all. Those who find 
themselves unable to borrow as much or as cheaply as they wish, 
or unwilling to pay interest at the new and higher rates, will 
naturally be dissatisfied. What is more important, the actual 
distribution of loanable funds may not seem to be the most 
desirable one from the point of view of society as a whole, or 
of large groups within it. This is a question of opinion, and 
a matter of public policy; in general, measures to bring about a 
different distribution of loanable funds than that which results 
from free competition under conditions of excess demand fall 
outside the field of central banking. 


It is clear that the central bank cannot provide relief to 
disappointed borrowers by any simple, painless or magic process, 
and certainly not by further increasing the total money supply. 
That would simply make inflation worse—to the great disadvantage 
of would-be borrowers as well as others—without, however, 
necessarily ensuring any different distribution of funds to the 
benefit of any particular class of borrower. The more money 
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supply is expanded under such circumstances, the more prices 
will rise, and the more that prices rise, the greater will be the 
quantity of money that will be needed, by weak competitors as 
well as strong. 


The central bank likewise cannot direct lenders to lend to 
persons or businesses that the lenders do not choose to lend to, 
or to lend to any borrower at a specially favourable rate of interest. 


Governments can and in varying degree do make loans out of 
government finances to persons, enterprises and institutions which 
it is considered socially desirable to favour. Such actions have 
some impact on the environment within which monetary policy 
must operate. Loans by governments to favoured borrowers 
financed out of increases in taxation might have little inflationary 
impact, but have not been widely advocated. Loans by govern- 
ments to favoured borrowers financed from other sources would 
insulate such favoured borrowers from competition in the loan 
market, but would render more intense the competition among 
the rest for the remaining (smaller) supply of loanable funds, 
and interest rates—including interest rates on government 
securities—would rise still more. Special programmes to make 
funds available to some users would add to inflationary pressures 
unless other users were brought under additional restraint, whether 
by direct controls or by the processes of the market. This is the 
financial counterpart of the physical fact that when physical 
resources are being fully utilized, an increase in the resources 
made available to one group in the community necessarily involves 
reduced availability to other sectors. 


Direct controls to restrict certain types of borrowing and 
financing, including the provision of funds to Canadian sub- 
sidiaries by foreign enterprises, could reduce inflationary pressures, 
and could make possible a wider access, by those would-be 
borrowers who were not affected by the restrictions, to funds 
voluntarily loaned in the normal way. The adoption of re- 
strictive measures of this kind on a significant scale would, 
of course, be a major question of social policy, involving legal 
powers of a compulsory character which only Parliament can 
authorize. Whether at any particular stage in the develop- 
ment of a boom the situation is regarded as serious enough in 
overall terms or in terms of the distribution of credit, to call for 
such action, is for others to decide. In view of developments of 
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the past two years, however, it may be useful to mention the 
informal steps taken by the Bank of Canada in an effort to obtain 
a certain amount of voluntary action to reduce anomalies that 
might appear to involve discrimination 1 in the distribution of loan- 


able funds. 


The first step was taken in the autumn of 1955 when the Bank 
suggested to the chartered banks the desirability of refraining from 
making commitments for “term loans”. ‘These were defined as 
loans to business corporations not of a working capital character 
but rather to provide fixed capital, loans which would be repaid 
over a period of years. Housing loans were not affected, nor 
loans to provinces and municipalities, nor loans to farmers or to 
other individuals. It was recognized that term loans as defined, 
including direct purchases of bonds and debentures from cor- 
porate customers, were being made as a means of competition 
between banks to induce certain corporations to maintain their 
accounts with one particular bank rather than another. ‘This 
involved entering into forward commitments for large loans at 
rates of interest which in many cases were less than it would have 
been necessary for the corporation in question to pay on a market 
issue of securities. As mentioned in last year’s Report, the amount 
of outstanding commitments of this character when statistics first 
became available in November 1955 was over $400 million. Funds 
to meet these commitments had to be provided out of the banks’ 
resources in the months succeeding. The banks agreed that 
they would refrain from making term loans (as defined) in excess 
of $250,000 to business corporations, and likewise would not 
purchase directly from such a corporation its bonds or debentures 
or other securities. The purchase of corporation securities in 
the market, however, whether at time of issue or otherwise, 
remains outside the agreement, and any bank that wishes to invest 
in this manner a portion of the funds accruing to it from savings 
deposits is able to do so to the same extent now as heretofore. 


Another step taken by the Bank with a view to reducing if 
possible outstanding anomalies was in connection with stock market 
credit required for margin trading. Increases in the amount of 
credit used for this purpose in the United States had prompted the 
Federal Reserve Board to exercise its powers to increase margin 
requirements from the previous level of 50%, to 60% in January 
1955 and 70% in April 1955, a requirement which is still in force. 
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Asa result, the total volume of credit used for stock market trading 
did not significantly increase in the United States after April 
1955. In Canada, on the other hand, the volume of credit so 
used had approximately doubled between March 1955 and July 
1956. The general margin requirement according to the rules of 
the stock exchanges in Canada is 50%. The Bank of Canada 
has no power to impose or alter margin requirements. The Bank 
did, however, have a discussion with members of the governing 
bodies of the Montreal, Canadian and Toronto Stock Exchanges, 
in the course of which general agreement was expressed that it 
would be undesirable for the volume of credit used in stock 
market trading to increase any further under present conditions. 
A circular to this effect was issued by these three Exchanges to their 
members. By the time of the meeting, the volume of credit had 


declined somewhat from the July peak, and has since further 
declined. 


Again, it became apparent during 1956 that the volume of 
consumer credit, particularly in the form of instalment finance, 
was expanding more rapidly than other forms of credit, such as 
ordinary bank loans, and was continuing to expand rapidly in the 
latter part of the year after bank credit had more or less levelled 
off. ‘The Bank held discussions with representatives of the major 
instalment finance companies with a view to seeing whether some 
voluntary agreement could be reached among the leaders of the 
industry to prevent any further significant increase in the total 
volume of credit of this character. It turned out that agreement 
of all concerned could not be reached. It is understood that 
some of the companies have individually tightened up their lending 
terms. ‘There had been a marked easing of such terms, particularly 
in the field of automobile financing where the average down- 
payment, expressed as a percentage of the purchase price, had 
progressively declined in 1954, 1955 and 1956, and the average 
length of term permitted for payment of the unpaid balance of 
the purchase price had progressively increased. The Bank also 
had an informal discussion with representatives of the major 
department stores and chain stores engaged in selling consumers’ 
durable goods on credit, many of which do their own financing 
but also depend on occasion upon funds provided by the instalment 
finance companies. ‘These representatives expressed the view that 
in their business credit terms had not been relaxed, and no agree- 
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ment was reached with respect to restraining further increase 
in the volume of consumer credit extended through these outlets. 
Prior to the meeting the major department stores had already 
agreed among themselves to discontinue the practice of selling 
goods without any down-payment. ‘This was clearly a construc- 
tive step in the circumstances. 


The banks have not increased in 1956 their lines of credit to 
finance companies and retail stores providing instalment finance 
facilities. By the latter part of the year the smaller finance 
companies and smaller stores, which for the most part have no 
outside source of funds except bank credit, had increased their 
actual bank borrowings almost to the authorized limits and so 
had reached the limit of their ability to increase their lending 
activities. [he larger finance companies and retail stores, which 
can raise funds in the market by sale of short-term notes and 
debentures, are not affected to the same degree by the limited 
availability of bank credit. In some cases these companies are 
subsidiaries of large foreign corporations and have access to funds 
through them. The purpose of our informal discussions with 
these groups was to see whether they would voluntarily remove 
what might be regarded as discrimination in favour of large enter- 
_ prises and to the detriment of small enterprises by coming to some 
agreement among themselves. Late in the year, as already men- 
tioned, the banks took steps to halt the rise in their loans outstand- 
ing to the larger finance companies. 


The Bank of Canada holds discussions from time to time with 
representatives of the chartered banks to discuss various matters 
affecting the monetary situation. Over the past year we have 
on a number of occasions asked the banks whether small business 
was being treated differently from larger enterprises insofar as 
bank lending was concerned. In all cases the general managers 
assured us that there was no differentiation, and I must say that 
very few particular instances of alleged discrimination have been 
brought to my attention. Undoubtedly in a period of strong 
competition for bank credit the standards of credit-worthiness 
are going to be raised and some enterprises, large as well as small, 
will find that they are unable to get increases in loans or even 
perhaps as large a loan currently as they had at some previous 
time. The major difficulty of small business, however, remains 
the same now as it always has been, namely the difficulty not so 
much of obtaining bank loans of an appropriate amount but of 
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obtaining additional equity capital and fixed capital. After a 
business reaches a certain size it can raise money by issuing 
securities on the market. Small businesses, in the nature of the 
case, cannot do this. In the field of “industrial enterprises”, 
however, they may have recourse to the Industrial Development 
Bank, which has experienced a considerable increase in its volume 
of medium-term loans to small business. 


In discussions with the chartered banks we have also spoken of 
the desirability of maintaining their interest in making insured 
mortgage loans under the National Housing Act. While each 
bank must decide for itself in the circumstances of the case how 
much money it can make available for this purpose at any par- 
ticular period, I believe it is undesirable to see very large 
fluctuations in the total volume of money obtainable from the 
banks for housing loans. 


The discussions which have been held with various groups and 
the suggestions which have been made to remove outstanding 
anomalies, either of excessive credit or inadequate credit, have, I 
believe, gone about as far as this kind of voluntary informal action 
can go, and if further results are desired some form of legally en- 
forceable regulatory action would be necessary. In the kind of 
boom which we have been having, where the characteristic feature 
is an extraordinary increase in the volume of new capital invest- 
ment by private business, it is inevitable that some people, some 
businesses, and some institutions should find themselves losing out 
in the competition for what must in any event be a limited supply 
of resources. The influence of the central bank is, however, 
necessarily directed to the over-all credit situation. There is no 
way open to it to have a special monetary policy for particular 
classes of borrowers, particular industries, or particular geo- 
graphical areas. Such selective action or discrimination lies 


beyond the scope of monetary policy. 
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General Economic Developments. By the latter part of 1955 
the Canadian economy had recovered completely from the mild 
recession of 1954 and was once again operating at virtually full 
capacity. During 1956 demand continued to grow rapidly and, 
after allowance for normal seasonal movements, employment and 
output rose continuously. For the year as a whole output in 
physical terms was about 7 per cent greater than in 1955. 


Compared with the average annual increase in physical output 
of about 4 per cent from 1947 to 1955 the growth of 7 per cent 
from 1955 to 1956 was very substantial. In part this was due 
to the fact that the 1956 grain crop was even larger than the 
above-average crop in 1955. In part it was due to some under- 
employment of resources in the early months of 1955. However, 
most of the extra increase in output was possible only because 
many persons who formerly had not been seeking work, as for 
example many married women and retired people, were drawn 
into employment by an exceptionally strong demand for man- 
power. About one-third of the overall increase in employment 
seems to have arisen in this way. A similar development occurred 
in the United States in 1955 but was not repeated in 1956. 


The main cause of the strain on the country’ s physical resources 
was an unprecedented increase in business investment in plant 
and equipment. The total of such new fixed assets put in place 
was about 25 per cent larger in physical volume than in 1955 and 
there is every indication that business investment would have 
increased even more if additional materials and manpower had 
been available. 


Behind this increase in business investment lay a rapid growth 
in the rate of development of Canada’s natural resources. 
Through 1955 and 1956 demand from abroad for many of 
our primary commodities—particularly forest products and minerals 
—was very strong. At the same time the demands on most of our 
energy sources—notably crude oil, natural gas, and hydro-electric 
power—were growing rapidly. The tempo of resource develop- 
ment activity, already high, increased dramatically and investment 
expenditure on projects associated with resource development was 
about 60 per cent larger than it was in 1955. About one-half of 
the 1956 total of business investment in fixed assets was in the 
secondary and service industries. Investment in these fields 
increased by about 20 per cent, including an increase of about 30 
per cent by manufacturing concerns. 
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The high rate of business investment in fixed assets stimulated 
demand elsewhere in the economy. Personal incomes rose rapidly 
and demand for almost all consumer goods and services was strong. 
Consumer expenditures on durable goods rose by 10 per cent, and 
on non-durable goods and on services by 7 per cent each. Business 
inventories rose appreciably. Expenditures for housing construc- 
tion continued at the very high rate achieved in the latter part of 
1955 (although in the latter part of the year the rate of new housing 
starts was declining). Government expenditures on goods and 
services increased, particularly capital expenditures by provincial 
governments. 


Even with the unusually large increase in employment the 
supply of goods and services produced in Canada fell far short of 
the demand, and the economy was obliged to rely increasingly 
upon the use of foreign resources. Imports of goods and services 
rose by nearly 20 per cent, much more than the increase 1n exports, 
and our net use of goods and services from abroad increased by 
$700 million to $1,400 million. The larger current deficit in our 
international transactions was financed by a larger inflow of 
foreign capital. During the year the net inflow of capital 
into Canada tended to increase even more rapidly than the import 
deficit and the exchange value of the Canadian dollar rose by about 
4’ per ‘cent. 


The general level of prices in Canada rose continuously through 
1956. In the aggregate, the prices of all goods and services used 
by the economy were about 4 per cent higher at the end of the 
year than at the end of 1955. This increase came about despite 
the restraining influence exerted by the movement in the exchange 
rate on the price of imported goods, which showed no increase 
over the year, and despite a declining price trend that developed 
in world markets during 1956 for several important Canadian 
primary commodities. “Thus, to a much greater extent than in any 
recent year, the movement in the overall price level was in response 
to internal rather than external demand pressures. Prices of manu- 
factured goods rose steadily during 1956. Price increases in the 
investment sector, where demand was particularly strong, were 
greater than elsewhere; average plant and equipment prices rose 
6 per cent in the course of the year and were 10 per cent higher 
at year-end than in mid-1955. The period of relative price 
stability at the consumer level, which had prevailed in Canada 
since the end of the upsurge following the outbreak of the Korean 
War, ended in May 1956. Prices of nearly all goods and services 
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used by consumers increased and the consumer price index rose by 
3 per cent in the last seven months of the year. 


The 1 increasing variety and frequency of price increases in 1956 
was impressive evidence of the pressure under which the economy 
was working. In an economy operating under a system of direct 
controls and rationing, physical shortages of goods are the main 
outward sign that the economy is overloaded. In an economy 
operating under a flexible price system, however, if demand exceeds 
supply at one price level, prices move up to the point where supply 
and demand come into balance. Under a flexible price system 
price increases rather than physical shortages are the natural sign 
of strain. 


Widespread price increases during 1956 reflected the emergence 
of the supply of manpower as the underlying physical shortage 
in the economy. In view of the pronounced seasonal variation 
in employment that exists in our climate the full extent of the 
demands on our manpower resources is most clearly revealed 
during the summer and autumn months. During this period of 
1956 unemployment fell to 1.7 per cent of the labour force, and 
of those who were unemployed nearly one-half were out of 
work less than one month. At the same time there were wide- 
spread reports of labour shortages, and the number of job vacancies 
recorded was far higher than in recent years. 


There were unusually large differences between developments 
in Canada and in the United States in 1956. Total demand 
in the United States was high and rising, but the pressure on 
resources appears to have been considerably less than in Canada. 
The percentage growth in total physical output in the United 
States was about one-third of that in Canada and the increase 
in prices in the United States was somewhat less than in Canada. 
Much of the difference is traceable to the investment area. 
Although the proportion of total output devoted to private 
investment in fixed capital in Canada was already one-third higher 
than in the United States in 1955, the percentage increase in 
private capital investment from 1955 to 1956 was more than 
twice as great in Canada. At the same time the rate of expenditure 
on consumer durable goods increased in Canada by 10 per cent 
while in the United States it fell by 5 per cent. In 1956 Canada 
was a net importer of goods and capital on a large scale while 
the United States was a net exporter. Charts comparing develop- 
ments in Canada and the United States appear on pages 6 and 7 
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General Financial Developments. The physical strains under 
which the Canadian economy operated in 1956 were naturally 
reflected in the financial sphere. On the physical side there was 
a strong demand for things such as business plant, equipment 
and inventories, community facilities, and consumer durable goods 
which are not usually paid for entirely out of current income. 
The financial counterpart of this situation was a rapid increase in 
the amount of money that people wanted to borrow. Among 
those competing to borrow the funds available were hydro- 
electric utilities, telephone companies, uranium and other mines, 
petroleum and pipe line companies, pulp and paper, iron and 
steel, cement and many other manufacturing companies, retail 
stores, finance companies, house builders, provincial and municipal 
governments and school boards as well as many thousands of 
individuals. In some cases those who needed funds for capital 
expansion obtained them by selling financial assets, as for example 
bonds which they had previously acquired. 


The growth in the demand for credit was accompanied by a 
considerable increase in the flow of loanable funds. With wages, 
profits and other forms of income rising, many individuals and 
groups were saving more, and these larger savings were flowing 
through various channels (including the banks) to provide more 
funds to those who wanted to borrow them. ‘The excess of 
receipts over payments in the Government of Canada’s accounts 
was also supplying funds to the capital market through the 
redemption of Government of Canada securities. However, these 
increases in saving were considerably outpaced by the growth 
of demand and, as competition for the loanable funds available 
became increasingly vigorous, interest rates rose. 


This development in the market for borrowed money came 
about not because of any contraction in the supply of funds— 
the supply did in fact increase substantially—but because of a 
more rapid increase in the demand. Borrowers collectively 
succeeded in borrowing considerably more money in 1956 than 
they did in 1955. Borrowers other than the Government of 
Canada were able to raise through net new issues of securities in 
the Canadian market about $1,750 million compared with $1,300 
million in 1955. In addition they sold net new issues of $500 
million in foreign markets in 1956 compared with a small net 
retirement in 1955. The scale of borrowing from all major 
sources was such that the total debt of businesses, individuals and 
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public bodies other than the Government of Canada appears to 
have increased by about 15 per cent. 


The growth in the competition for loanable funds reflected 
the fact that the supply of goods and services available was not 
large enough to accommodate everyone’s spending plans. In 1956 
the amount of resources that savers were willing to give up, though 
greater than in 1955 or any earlier year, tended to be less than the 
amount of resources that investors wanted to borrow. Since the 
economy was already expanding at very close to its overall 
physical capacity no significant further addition to the supply of 
goods and services available could come from domestic production. 
Even with large net imports of foreign resources and heavy net 
borrowing from foreign savers the balance was not restored. 
Rising interest rates were a symptom of this lack of balance 
between saving and investment plans. 


In the circumstances of 1956, and in view of its statutory respon- 
sibilities, the central bank had no alternative but to restrain monetary 
and credit expansion since it was clear that any significant increase 
in the money supply would have added to inflationary pressures. 
Monetary restraint helps to contain an inflationary situation by 
permitting the basic lack of balance between what savers want 
to save and what others want to invest to work itself out in part 
through competition for loanable funds. The competition for 
funds causes temporary increases in interest rates which encourage 
saving and discourage excessive capital expenditure. If credit 
is expanded and interest rates are not permitted to increase, the 
underlying competition for the physical resources to carry out 
investment projects expresses itself entirely in greater price com- 
petition for the limited supplies of goods. As between these 
alternatives it is rarely if ever seriously argued that price inflation 
is in the national interest. Inflation operates to redistribute real 
income in favour of the economically stronger elements in the 
community at the expense of those who have less bargaining 
power. An inflated level of demand makes many operations 
seem temporarily to be more profitable than they really are, 
and it thereby encourages expansion of these operations at a rate 
which is excessive and cannot be sustained. Economic distortions 
of this kind are not obvious when they are taking place but 
they show up sooner or later and necessitate painful readjustments. 
Inflation tends to leave exporters at a disadvantage in selling abroad 
and to leave industry producing for the domestic market at a 
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disadvantage in competing with imports. It is not an accident 
that periods of inflationary prosperity are usually followed by 
periods of dislocation in production and employment. One of 
the main purposes of efforts to contain inflation is to avoid this 
aftermath. 


Bank of Canada Operations. Throughout 1956 the operations 
of the Bank of Canada were directed towards keeping the 
chartered banks in a relatively tight cash position. ‘The increase 
in the chartered banks’ cash reserves was small; on a daily average 
basis they rose from $863 million in December 1955 to $890 
million in December 1956, or by $27 million. Changes in the 
Bank’s holdings of securities and its other major accounts during 
the year are shown below and in the chart on the facing page. 
The decline in its security holdings in the early part of the year 
was associated with the seasonal return-flow of currency from 
active circulation. From December 1955 to December 1956 the 
Bank’s holdings of Government securities (on a daily average 
basis) increased by $25 million. 


Bank of Canada Accounts and Chartered Banks’ Cash Reserves 
(average of business days—millions of dollars) 


Chartered Banks’ Cash 


Bank of Canada Accounts Reserves 
Total 
Total Net of Holdings of Cash 
Chartered Holdings of Note Govern- All Other Deposits Bank of Reserves 
Bank Government Circu- ment Accounts with Bank Canada (Statutory 

Deposits Securities lation Deposits (met assets) of Canada  Notes* basis) 
1955 

Dec. 552 2,365 LCT Siow ate — 23 552 312 863 
1956 

Jan. 568 2,011 1,688 56 1 568 310 878 


Feb. 504 2,192 1,645 60 17 504 304 858 
Mar. 542 2,246 1,660 56 12 542 299 841 
Apr. 561 2,286 15090.) 63 23 561 294 855 
May 545 2,283 1,704 64 30 545 310 856 
June 9560 2,319 ZOOS 14 560 318 878 
July 544 2,335 (oie “oS 19 544 332 876 
Aug. 563 2,362 1,766 49 16 563 338 $00 
Sept. 9549 2,366 TEA ae se 12 949 328 877 
Oct. 544 2,376 Uifo2. 4 05 18 044 340 885 
Nov. 539 2,348 oo 6 39 539 341 881 
Dec. 553 2,390 1,838 48 49 553 338 890 


*Statutory basis —i.e. average of four consecutive Wednesdays ending with the second last Wednesday 


in previous month. 
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BANK OF CANADA CHARTERED BANKS 
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(*) This chart is designed to show the effect on chartered bank deposits at the Bank of Canada of changes in the Bank’s other 
accounts. The scale of liability accounts (marked with an asterisk) has been inverted because increases in these accounts 
tend to decrease chartered bank deposits at the Bank of Canada. 
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Advances to the Chartered Banks. Although they were quite 
important for short periods during the year, Bank of Canada 
advances were not on the average a major source of cash reserves 
for the chartered banks. In 1956 advances to chartered and savings 
banks were outstanding on 105 out of 254 business days. On a 
daily average basis for the whole year advances were $8 million 
as compared with total cash reserves of $873 million. The maxi- 
mum amount of advances outstanding on any one day was $60 
million. 


The purpose of Bank of Canada advances to the chartered banks 
is not to provide loanable funds to the banking system but simply 
to enable an individual bank to replenish its cash reserves or its 
total liquid assets at a time when these have been depleted by 
unexpected withdrawals of funds. In making such advances, the 
Bank of Canada acts as a lender of last resort. “The Bank desires 
that chartered banks should use the facilities of the money market 
for the adjustment of their cash reserves wherever possible but it 
stands ready in case of need to augment those facilities by direct 
advances. The Bank feels that it should be called upon to lend 
only on those occasions when a chartered bank has experienced a 
large, unexpected withdrawal of funds which it cannot fully re- 
plenish by such methods as calling its day-to-day loans in the 
money market or selling treasury bills in the market. Both the 
statutory cash reserve requirement of a minimum of 8 per cent 
of Canadian dollar deposit liabilities and the chartered banks’ 
agreement to maintain a total of cash reserves, day-to-day loans 
and treasury bills equal to at least 15 per cent of deposits apply to 
the daily average position during each calendar month. There- 
fore, except on rare occasions, banks have a period of several days 
in which to obtain the needed funds from the money market or 
through the sale of Government securities. A bank may find 
borrowing from the central bank unnecessary for very long periods - 
and it should seldom need to borrow twice in the same month. 


Present arrangements in regard to central bank advances are 
designed to encourage banks to use alternative methods of adjust- 
ing cash reserves whenever practicable. Advances are made 
against the hypothecation of suitable securities. Each advance or 
renewal of an advance is made for a fixed period of seven days. 
The first advance made to a bank in any calendar month (up to 
a certain amount specified for each bank) bears interest at the 
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Bank Rate, the minimum rate at which the central bank makes 
advances. A second advance to the same bank in any calendar 
month, or a renewal of an advance, or an advance in excess of the 
specified amount, bears interest at a rate higher than the Bank Rate. 


Purchase and Resale Arrangements with Dealers. Bank of 
Canada purchases of securities from money market dealers under 
resale agreements also have the effect of temporarily increasing 
bank cash reserves. In standing ready to make such purchases 
the purpose of the Bank is to provide an underlying assurance of 
liquidity to the money market and to encourage the use of the 
money market mechanism in the adjustment of cash reserves. The 
Bank is willing to provide funds to the market in this way for short 
periods and makes a charge equivalent to the Bank Rate. Repur- 
chase of the relative securities may be made at any time within 
varying periods not exceeding 30 days. The average period has 
been 24 days. The Bank held securities purchased under resale 
agreements on 62 business days in 1956. The maximum amount 
outstanding on any one day was $37 million and the daily average 
for the year was $2 million. 


Bank Rate. Since the Bank of Canada acts in the role of 
lender of last resort, its lending rate should not be as low as the 
interest rate on the most liquid form of security in the market, 
namely treasury bills. If the treasury bill rate were to rise above 
the Bank Rate for any length of time, so that the cost of borrow- 
ing from the Bank was less than the return on treasury bills, there 
would be an incentive to rely on Bank of Canada advances rather 
than to use the money market. Prior to November Ist, 1956 the 
Bank had followed the practice of keeping its lending rate above 
the treasury bill rate by raising the Bank Rate at intervals of some 
months whenever the treasury bill rate approached or temporarily 
exceeded the previous level of the Bank Rate. In 1956 the Bank 
Rate was increased from 22 per cent to 3 per cent on April 4th, to 
34 per cent on August 9th and to 34 per cent on October 17th. 
This procedure gave rise to some misunderstanding; in some 
quarters it was apparently thought that the central bank was setting 
or fixing or controlling interest rates of all kinds by its action in 
changing and publishing its own minimum lending rate. (The 
actual influence of the central bank on interest rates is discussed 
in a subsequent section.) 
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The simplest method of ensuring that the Bank Rate will always 
be higher than the treasury bill rate is to keep it at some specified 
and published margin above the treasury bill rate, whatever the 
latter may be. “This method was adopted on November Ist when 
the Bank announced that it would thereafter until further notice 
adjust its lending rate once a week in order to maintain it at a level 
of 4 of 1 per cent above the average rate on treasury bills at the 
most recent tender or auction of treasury bills. At the close of 
the year the Bank Rate was 3.92 per cent. 


Another reason for adopting the new method of determining 
the Bank Rate was that weekly changes in the treasury bill rate 
are relatively small in either direction and the fact that such 
changes occur weekly has become well understood. On the other 
hand, unexpected, unpredictable, infrequent and relatively large 
changes in the Bank’s lending rate under the previous system were 
known to have a disturbing effect on business in general and on all 
persons who might be contemplating the making of investments 
or entering into business arrangements involving credit and rates 
of interest. No difficulties of this sort have been reported since 
the adoption of the new system. 


If, with changing circumstances, the new system of determining 
the Bank Rate were to be found to be undesirable for any reason, 
the Bank could, of course, again change the basis on which it sets 
its rate. 


The Treasury Bill Tender System. Treasury bills are obliga- 
tions of the Government of Canada of the same standing as 
Government bonds, but instead of carrying interest coupons they 
are sold at a price somewhat below par. The difference between 
the price at time of issue and the par value which is paid at maturity 
is the equivalent of an interest yield to the buyer of the bills. 
Treasury bills are issued every week for a 13-week term. This 
means that an issue matures each week and an investor can there- 
fore usually find bills with a maturity date suited to his require- 
ments. At the end of 1956 the weekly issue was running at the 
rate of $125 million per week and the total amount outstanding 
was $1,575 million. Of the total the Bank of Canada held $507 
million, the chartered banks $743 million and others $325 million. 
Included in “others” are several hundred different holders as well 
as money market dealers. The total holdings of “others” have at 
times been over $500 million. 


e466 








The weekly sale of treasury bills is in effect an auction. Sealed 
tenders are received from banks and investment dealers, who tender 
not only on their own behalf but on behalf of numerous clients 
and customers. A sealed tender is also submitted by the Bank of 
Canada, and all tenders are opened at 12.00 o’clock noon on 
Thursday by representatives of the Minister of Finance. The 
Bank of Canada provides clerical assistance in maintaining custody 
of the tenders, calculating the results, and advising successful 
bidders of the amount which they have been allotted. Whoever 
offers the highest price for the quantity of treasury bills which he 
desires to buy obtains that quantity at that price. Whoever has 
offered the next highest price likewise obtains the quantity he 
wishes to buy at the price he has bid. And so on until the entire 
amount of the issue has been allotted. A wide variety of bids, 
which are denominated to the third decimal place, are received 
on the occasion of each tender. Frequently a bidder will submit 
half a dozen or more bids at different prices. Perhaps only the 
higher of these are accepted, in accordance with the process indi- 
cated above, but at time of tender the bidder cannot be sure just 
how many of his bids will be successful. Finally, for information 
purposes the average of all successful bids is calculated and is made 


public by the Bank of Canada on behalf of the Minister of Finance. 


It is generally the case that total bids received from banks and 
investment dealers, excluding the Bank of Canada, are for a greater 
amount of bills than the amount being offered, so that some bids 
will not be successful, that is, those at the lowest prices. In addi- 
tion, the Bank of Canada enters bids in the same way as other 
bidders, and to the extent that those bids are successful other 
bidders find that a greater proportion of their bids are unsuccessful. 


The Bank of Canada normally holds a sizeable amount of the 
treasury bills maturing each week. If it pursues a strictly neutral 
course it will subscribe for the same amount of the new issue at a 
price which it is reasonably confident will make a successful bid. 
In general its calculations in this respect are borne out by events, 
but not invariably. If other bidders offer a higher price for a 
large enough volume of treasury bills, the Bank of Canada will not 
receive the full amount of its bid. Apart from the normal practice 
of subscribing for approximately the same amount as it held of 
the old issue, the Bank may from time to time decide to bid for a 
larger amount or for a smaller amount, according to its view of 
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the monetary situation and its desire either to add to the money 
supply at that time or the reverse. In this way the central bank 
—as in other countries—has an opportunity at least once a week, 
quite apart from buying and selling operations in the open market, 
to increase or decrease its holdings of Government securities. (If, 
however, the result of a treasury bill tender is to bring about a 
change in the supply of money which the Bank of Canada con- 
siders undesirable, it can and does take other measures, such as 
buying or selling securities in the market, with a view to offsetting 
the change which has been brought about through the weekly 


issue of treasury bills.) 


Finally, in order to guard against a situation in which the tenders 
of other bidders might not be for sufficient quantities to provide a 
market for the entire issue, the Bank of Canada, although it is under 
no obligation to do so, has always submitted a reserve bid for the 
entire amount of each issue. ‘This practice is known to the market, 
and it ensures that no group, even if it were so inclined, could by 
boycotting the issue force a large increase in the interest rate on 
treasury bills. On the other hand, it is possible for buyers of bills 
other than the central bank to bring about a decline in the interest 
rate on treasury bills simply by bidding higher prices, presumably 
because they wish to obtain a larger quantity of bills. 


The Government does not attempt to influence the interest rate 
on treasury bills, although if necessary it could reject the bids 
received in whole or in part. Changes in the amount of the weekly 
issue may be made, usually at infrequent intervals, for example 
because of the state of the Government’s cash balances or the 
imminence of maturities of Government bond issues or the prob- 
ability of new financing being carried out in some form other than 


treasury bills. 


The Bank of Canada and Interest Rates. Basically, interest 
rates are determined by the strength of demand for borrowed 
funds and the availability of the funds from willing lenders. The 
influence of the central bank (as described below) does not arise 
from changes in the Bank Rate which, as already indicated, tend 
to follow market changes, but rather from the operations which 
the Bank undertakes in order to affect the money supply and from 
the effect of the resulting changes in the supply of money. 


The central bank, like other institutions operating in the capital 
market, buys and sells Government securities and bids for treasury 
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bills at the weekly tender. ‘These and other day-to-day operations 
of the Bank, including its lending to banks and money market 
dealers, Have! an influence on the level of interest rates, generally 
in the direction of resisting rather than inducing or adding to 
movements of interest rates. In other words the Bank will normally 
be buying government securities on a declining market and selling 
on a rising market. 


In its day-to-day operations the Bank generally offers some 
resistance to changes 1 in interest rates (in either direction) in the 
interests of maintaining orderly conditions in financial markets. 
However the Bank has always made it quite clear that the establish- 
ment or maintenance of any particular level of interest rates is not 
an objective of central bank policy. Its basic objective, as laid 
down by statute, is to manage the supply of money, that is, the 
total amount of currency and bank deposits, with a view to 
contributing both to economic growth and to general stability of 
prices. 


The management of the supply of money is a complex matter, 
mainly because there are no firm relationships between the level 
of total expenditures in the economy, or even the total use of 
credit, and the total supply of money. ‘There are several reasons 
for the absence of such relationships. Of the total amount of 
bank deposits, part is held by the owners for actual working 
balances and part is held by the owners as a form of liquid reserve. 
This is true in the case of both savings deposits and demand deposits. 
However, the proportions of the total held for each of these pur- 
poses may vary considerably from one period to another. The 
amount of total bank deposits which is actually used for making 
current payments may rise even though there is no growth in total 
bank deposits. Moreover, bank deposits are only one of a variety 
of financial claims in which the public can hold its funds—there are 
also treasury bills, other short-term notes, stocks, bonds and mort- 
gages, many of which are quite liquid—and in some periods the 
proportion of the total held in the form of bank deposits may be 
considerably different from that in other periods. Similarly, the 
chartered banks are but one of a number of sources of credit, and 
the public may be able to obtain a much larger proportion of its 
total requirements of borrowed funds from non-bank sources in 
some periods than in others. One way of describing the situation 
is to say that there are variations in the rate of use of the supply 
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of money or in the “velocity of circulation” of money. The 
central bank has no direct influence on such changes but it must 
take them into account in managing the total supply of money. 
The effect of many of these changes cannot be measured statistic- 
ally and this means that the monetary management cannot be 
conducted on the basis of any formula. While it can be said 
that in general an increase in the supply of money operates in 
the direction of easing the availability of credit and that a decrease 
operates in the opposite direction, the actual size of the changes 
which take place must be kept continually under review in the 
light of the performance of the economy. 


In some periods, such as 1954, when the rate of increase in 
the aggregate demand for goods and services tends to lag behind 
the rate of increase in Canada’s productive capacity, the objective 
of encouraging the continuation of growth, as well as general 
stability of prices, requires that the supply of money be plentiful 
so as to encourage the growth of demand. In such periods the 
competition for borrowed funds is less keen and interest rates 
tend to fall. In other periods, such as 1956, the rate of increase 
in the demand for goods and services may exceed the rate of 
increase in output, and in order to discourage the development of 
inflationary pressures at a time when productive capacity 1s being 
fully utilized the objective of monetary policy is then to moderate 
the rate of growth 1 in the money supply. In these circumstances 
the competition for the supply of loanable funds is keen and 
interest rates tend to rise. 


A policy of maintaining any particular level of interest rates, 
or of preventing anything more than minor movements, regardless 
of economic and financial conditions, would require the abandon- 
ment of the Bank’s main objectives. In periods when the demand 
for funds was growing rapidly it would have to increase the supply 
of money to whatever extent was necessary to prevent a rise in 
interest rates. Prices would be bound to rise under such conditions 
and the demand for money would go on increasing. Such a policy 
would require the Bank to expand the money supply at an 
accelerating rate, thus adding greatly to inflationary forces. 


In 1956 the predominant influence on market rates of interest 
was the strong and continuous growth in the demand for funds. 
The public’s holdings of currency and bank deposits increased 
moderately and more active use was made of the deposits. The 
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supply of almost all forms of loanable funds increased, as already 
noted on page 40 of this Report. However, the rate of increase 
in the demand for funds was greater than the increase in the 
total supply of funds and while there were intervals when interest 
rates fell they rose substantially over the year as a whole. 


There are a number of processes through which interest rate 
increases occur under these conditions. Perhaps the one which 
is seen the most clearly occurs in the market for new issues of 
securities where borrowers in effect bid up interest rates. A 
business firm that requires funds for the expansion of its plant 
or the purchase of new equipment may decide to borrow by 
selling a new issue of securities in the market and in order to 
persuade investors to purchase the new issue it may offer a yield 
somewhat higher than that on comparable securities already avail- 
able in the securities market. The same may be true of other 
securities, including issues by provincial and municipal govern- 
ments. 


Another important way in which interest rates may be increased 
is through the sale of Government securities by holders who wish 
to use the proceeds, for example, for the purchase of a house, or 
the building of a factory. At any given moment there are many 
individuals, institutions, businesses and local governments holding 
Government securities and, in the event of a fairly widespread 
desire to obtain cash, sellers must accept lower prices in order 
to find sufficient buyers. Other holders, such as banks and 
insurance companies, may also be sellers of Government securities 
in order to obtain funds not for investment in their own under- 
takings but for lending to others, directly or through the medium 
of the purchase of provincial, municipal and corporation bonds 
and shares. The strength of the demand for funds by would-be 
borrowers, and the price they are willing to pay, determines 
whether banks and other investors, after devoting the whole of 
their new funds to such purposes, will go further and sell some 
existing securities (usually Government securities), even at a 
loss, in order to add to their loanable funds. 


The decline in prices of existing securities means that a buyer 
obtains a larger return on his investment, and this in turn requires 
those who wish to borrow money, or to sell new issues of 
securities, to offer higher interest rates than previously, in order 
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to attract funds which have alternative outlets available to them. 
Lenders can hardly be expected to make loans to any particular 
class of borrowers at previous interest rate levels, when there are 
plenty of new borrowers and new security issues offering higher 


yields. 


In point of timing, of course, new issues of corporate and 
other securities may be made with higher yields before there has 
been any fall in Government bond prices, but in such an event 
selling pressure is bound to develop in the Government bond 
market as some holders decide to switch into the new more attrac- 
tive offerings. Similarly, an increase in sales of short-term securi- 
ties, for example, the notes of instalment finance companies 
running from 30 days or less up to one year, and the higher 
interest rates offered on such securities, are an important factor 
in inducing a rise in treasury bill yields. 

The Bank of Canada from time to time buys or sells Government 
securities, or varies its holdings at time of maturities and new 
issues. “This may be done for reasons of adjusting the money 
supply, or in the interests of maintaining orderly conditions in 
the securities market. For the latter purpose the Bank acts as a 
stabilizing influence, to a degree, by buying at times of selling 
pressure in the market, and selling at times of buying pressure 
in the market, on such a scale as to minimize short-run, day-to-day 
fluctuations but not so as to prevent longer-run tendencies based 
on real changes in supply and demand. On balance, the Bank 
has been a buyer of Government securities throughout the period 
of falling bond prices, that is, of rising interest rates. 


Interest Rate Changes. The trend of market interest rates is 
shown in the table and charts on the facing page. In the period 
since early 1955 interest rates on long-term Government bonds 
have risen much less than short-term rates. Heavy sales of rela- 
tively short-term bonds made by the chartered banks in order to 
expand their loans were undoubtedly a factor in the establishment 
of this pattern. Another factor was the increased sale of short- 
term notes by instalment finance companies, which was also 
responsible in part for the reduction in the public’s holdings of 
treasury bills in 1956. ‘The great demand for funds by provinces, 
municipalities and corporations has caused yields on their long- 
term securities to rise even more than yields on Government 
of Canada securities. 
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Interest rates were increased on most categories of bank loans 
in 1956 by up to 1 per cent, subject to the 6 per cent maximum. 
The rate on prime commercial loans, which had remained at 
43 per cent for many years, rose to 53 per cent. The rate paid 
by the chartered banks on personal savings deposits was also 
increased, from 2 per cent to 23 Pe cent during the year, and 


to 2% per cent effective February 1, 
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Chartered Banks. Because of the relatively small increase in 
their cash reserves the chartered banks could not expand their 
total Canadian assets and deposit liabilities by any large amount 
during 1956. However, under the pressure of a great increase 
in the demand for credit, the banks did add to their loans sub- 
stantially in the first half Ge the year, and obtained the necessary 
funds by selling Government bonds on a large scale. Their 
holdings of Government securities declined from 28.2 per cent 
of Canadian dollar deposit liabilities at the end of 1955 to 21.6 
per cent at the end of 1956. 


In accordance with an agreement made in late 1955 the banks, 
whose holdings of liquid assets (cash reserves, day-to-day loans 
and treasury bills) had fallen to an unusually low level, rebuilt 
their holdings of such assets in the first part of 1956. They did 
this mainly by buying treasury bills from the proceeds of sales 
of Government bonds, and from June on maintained in each 
calendar month a daily average ratio of liquid assets to Canadian 
deposits of at least 15 per cent. 


From December 1955 to December 1956, on an average-of- 
Wednesdays basis, the banks’ loans and holdings of insured 
mortgages and Ree eaveninent securities rose by $725 million, 
and their holdings of treasury bills increased by $372 million 
while their Government bond holdings decreased by $1,015 
million. The ratio of Government bonds (excluding treasury 
bills) to deposit liabilities declined from 24.3 per cent at the 
end of 1955 to 15.0 per cent at the end of 1956. 


CHARTERED BANKS 


MAJOR CANADIAN ASSETS: 
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Chartered Banks: Major Canadian Assets and Deposit Liabilities 


(average of Wednesday figures—millions of dollars) 
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CHARTERED BANKS : MAJOR CANADIAN ASSETS 
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CHARTERED BANKS 


: CANADIAN DOLLAR DEPOSIT LIABILITIES 


(Millions of Dollars) 


WEDNESDAYS * 








TOTAL DEPOSITS 





* Monthly to July 31, 1953. 
(1) Excludes Govt. of Canada deposits. 


Na ale [0000 
degen pet 






10000 





[| TOTAL DEPOSITS 
§ CLESS TOTAL FLOAT) 


9500 


JPERSONAL SAVINGS DEPOSITS 
AND OTHER DEPOSITS! 





(LESS TOTAL FLOAT) 9000 


ai 6000 





Ne 5500 
| 7 PERSONAL SAVINGS DEPOSITS 


4000 


ites! ewes betes tems Why Gan] WP OTHER Deposits! 3500 
wf, €LESS TOTAL FLOAT) 
| +. 3000 
GOVT. OF CANADA DEPOSITS 
‘i 500 


"eagell Med dF 


1953 1954 


1955 1956 


e 57 e 


The rapid growth in the general loans of the chartered banks 
which began in the second quarter of 1955 continued into May 
1956 and the increase in the twelve months ending May 31st was 
30 per cent. Changes in loans by categories are shown in the 
table on the facing page and the charts on pages 60 and 61. 


Of a total increase in general loans of $451 million during 
1956, the largest part occurred in loans to industrial concerns 
and loans to instalment and other finance companies which rose 
by $251 million and by $98 million respectively. Within the 
industrial group the chief industries responsible for the increase 
were forest products, iron and steel products, petroleum and 
products and mining and mine products. There were slight 
declines in two categories of general loans—personal loans and loans 
to farmers. 


Loans to municipalities increased by $53 million during the 
year, and loans to provinces increased by $12 million. Over the 
same period the chartered banks’ holdings of municipal and 
provincial securities declined by $33 and $53 million respectively. 
Loans to stockbrokers rose to a peak of $127 million at the end 
of July and then declined to $90 million at the end of the year. 


In 1956 the total amount of funds disbursed by the chartered 
banks through insured mortgage loans was slightly greater than 
in 1955. Sales of mortgages to other investors and repayments 
were also larger so that the net increase in the holdings of the 
banks was less in 1956 than in 1955, being $199 million as com- 
pared with $220 million. The rate at which banks were entering 
into new commitments to supply mortgage funds for future build- 
ing projects was reduced sharply in the second half of the year 
but this development had not, by the year-end, been reflected in 
the trend of banks’ mortgage disbursements or holdings. 


In the Annual Report for 1955 it was noted that the chartered 
banks had agreed to cease making new commitments for term 
lending, that is, making loans (in excess of $250,000) to business 
corporations where the time of repayment is deferred beyond 
that of ordinary bank loans, or purchasing a security negotiated 
directly with the customer as distinct from buying a publicly- 
issued security in the market. The agreement left the banks 
free to purchase corporate securities and other long-term invest- 
ments in the open market and to participate with other investors 
in subscribing to new public issues of securities. As a result 
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Classification of Chartered Bank Loans and Investments 
in Canada 
(millions of dollars) 


General Loans 


Industrial concerns 
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Instalment and other Perr 
companies (2) j 
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(i) Fully seearee ae markets 
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Other 
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of commitments which had been entered into prior to the agree- 
ment there was some increase in the amount of term loans 
outstanding and for the same reason, as well as purchases of 
publicly-offered issues, the banks’ holdings of corporate securities 
continued to grow until the latter part of 1956, the total increase 
in their holdings over the year amounting to $28 million. At 
the end of 1956 total unavailed-of commitments for term lending, 
including commitments for the purchase of securities, were a little 
more than $200 million as compared with over $400 million at 
the time the agreement was made in late 1955. 


Consumer Credit. It is estimated that in 1956 total consumer 
credit increased by $283 million as compared with an increase 
of $339 million in 1955. The increase since the end of 1954 
has amounted to 34 per cent and since the end of 1952 to 78 
per cent. Excluding the chartered banks’ direct personal loans 
for this purpose, the increase in 1956 was $289 million as compared 
with $250 million in 1955. Of the various types of consumer 
credit, the largest increase in 1956 occurred in instalment credit, 
$197 million as compared with $159 million in 1955; $165 million 
of the increase in 1956 was accounted for by instalment finance 
companies as against $104 million in 1955. Cash personal loans 
by the chartered banks declined by $6 million in 1956 while those 
of other lenders increased by $82 million. Details are shown in 
tabular and chart form on the facing page. 


The funds obtained during 1956 by instalment finance and small- 
loan companies to finance the increase in their loans to consumers 
and business concerns came from a variety of sources. “Their bank 
loans increased by $98 million, their short-term notes outstanding 
rose by about $90 million, and they raised $134 million through 
the sale of long-term bonds and debentures and $12 million through 
the sale of stock. In addition subsidiary companies obtained some 
funds from parent companies abroad. The increase in the instal- 
ment finance companies’ retail receivables during the year, includ- 
ing industrial and commercial as well as consumer credit, was 
$238 million, as shown in the chart on the facing page. 
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Consumer Credit Outstanding 
Estimates of Selected Items 


(millions of dollars) 


Cash Personal 


Instalment Credit Loans Total of 

Charge Retail Finance Chartered Selected 
Accounts Dealers Companies Total Banks Other Items 
1952—Dec. 31 309 243 373 616 242 218 1,385 
1958—Dec. 31 339 284 520 804 308 259 T3740 
1954—Dec. 31 363 VPA 497 819 ao 309 1,843 
1955—Mar. 31 301 304 496 800 B06 318 1,776 
June 30 rd WE 314 559 873 399 344 1,933 
Sept. 30 330 334 610 944 A18 361 an Wate 
Dec. 31 374 Bie 601 978 441 389 2,182 
1956—Mar. 31 aol 362 596 958 443 406 2,138 


June 30 338 365 704 1,069 455 437 2,299 
Sept. 30 345 376 776 1,152 444. 454 2,395 
Dec. 31* 384 409 766 1,175 435 471 2,465 


*preliminary estimates. 
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(1) Includes retail balances on commercial and industrial 
goods as well as consumers’ goods but excludes all 
wholesale balances (mainly in connection with auto- 
mobiles), which were in excess of $175 million at the 
end of 1956. 
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Currency and Bank Deposits held by the General Public. The 
total amount of currency and chartered bank deposits held by the 
general public rose by $373 million, compared with an increase of 
$857 million in 1955. Personal savings deposits increased by $357 
million in 1956 compared with $433 million in 1955. 


General Public Holdings of Currency and Chartered 
Bank Deposits 


(average of Wednesday figures—millions of dollars) 


Increase during 


Dec. Dec. Dec. Dec. and 
1953 1954 1955 1956 1956 1956 


Currency (notes and coin) . 1,402 1,424 1,497 1,589 92 165 


Deposits (other than personal 


savings deposits) .  . 3,064 3,895 3,746 3,670 —76 yap es 








Total currency and bank 
deposits (excluding personal 


savings deposits) .  . 4,466 4,819 5,243 5,259 16 440 
Personal savings deposits . 4,744 5,170 5,603 5,960 357 790 








Total currency and bank 
deposits (including personal 


savings deposits) .  . 9,210 9,989 10,846 11,219 373 1,230 


(1) less total float. 


Securities Market. In 1956 the market for Government of 
Canada securities was influenced by two major factors. First, 
the chartered banks were sellers of securities on a very large 
scale as they sought to obtain funds for the expansion of their 
loans and other investments. Life insurance companies were 
also selling on a substantial scale in order to supplement their 
funds normally available for investment. The second major 
influence, working in the opposite direction, was that total 
Government of Canada direct and guaranteed securities out- 
standing were reduced by a large amount. The net retirement 
of market issues totalled $888 million, which amount was greater 
than the combined net sales of the chartered banks ($598 million) 


e 64 





CURRENCY AND CHARTERED BANK DEPOSITS HELD BY THE GENERAL PUBLIC 





CURRENCY(1) AND BANK DEPOSITS(2) CURRENCY(1) AND BANK DEPOSITS(2) 
INCL. PERSONAL SAVINGS DEPOSITS EXCL. PERSONAL SAVINGS DEPOSITS 
Millions of Dollars Millions of Dollars 
6500 
6000 
§500 
5000 
4500 
4000 
3500 
(1) Notes and coin. (1) Notes and coin. 
(2) Less total float. (2) Less total float. 
PERSONAL SAVINGS DEPOSITS OTHER DEPOSITS(1) 
Millions of Dollars Millions of Dollars 


WEDNESDAYS 





(1) Chartered Bank deposits, excluding personal savings 
deposits and less total float. 


CURRENCY (1) 
Millions of Dollars 











(1) Notes and coin. 
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Changes in Outstanding Government of Canada Direct and 


Guaranteed Securities in 1956 
(millions of dollars) 


New 
Issues Retirements 
Market bonds — direct Dat is HAA 650 1,305 
—guaranteed .. _ 67 

Sap cota Lae) ce ey a te 650 Toi 
Treasury bills . 
Treasury notes eae yee 
Matured and outstanding debt . 
Exchange rate valuation adjustment . 

Total market issues . 
Canada Savings Bonds. .. . 877 769 


Total Government securities 


Net 


Change 


— 655 
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CLASSIFICATION OF GOVT. OF CANADA DIRECT AND GUARANTEED 


SECURITIES OUTSTANDING () 


Millions of Dollars 


16400 MONTH-END 


TOTAL 
15800 


12200 







OTHER MARKET _ ISSUES 





11600 


11000 
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NON-MARKET ISSUES 


1800 
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1953 1954 1955 1956 


(1) Par values, 
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and life insurance companies (estimated to be $173 million). The 
amount of Canada Savings Bonds outstanding increased by $108 
million during the year. Changes in the various types of securities 
outstanding are shown in the table and chart on the facing page. 


The reduction in Government of Canada direct and guaranteed 
securities outstanding of $780 million in the calendar year was 
accounted for by a budgetary surplus of $272 million during that 
period, an excess of non-budgetary receipts over payments of $186 
million, and a reduction of $322 million in the Government’s bank 
deposits over the calendar year. 


In the first part of 1956 the Government gradually expanded 
the total issue of 91-day treasury bills outstanding and the proceeds 
were used to withdraw gradually the issue of six month treasury 
notes, all of which were held by the Bank of Canada at the beginning 
of the year. The treasury note issue was retired on its maturity 
date, May Ist, by which date all of it had been purchased by the 
securities investment account of the Government. This account 
is used for the employment of Government balances and through 
it the Government at times purchases securities in advance of 
maturity as an alternative to keeping balances idle until the 
whole of an issue can be retired at maturity. 


The distribution of holdings of Government of Canada securities 
is shown in the table on page 69 and the chart on page 68. 


In the market for securities other than Government of Canada 
securities, it is estimated that provinces, municipalities, corporations 
and institutions obtained a total of $2,250 million of new money 
in 1956 as compared with $1,240 million in 1955. Substantially 
larger amounts were obtained from both the Canadian and New 
York markets. Details are shown in tabular and chart form on 
pages 70 and 71. 


Provinces and corporations both raised more than twice as 
much new money as in 1955 through the sales of bonds and 
debentures, and sales of corporate stocks also increased con- 
siderably. Municipalities raised slightly more new money than 
in 1955 in the capital markets and relied on bank credit to a greater 
extent than in previous years. (Bank loans to municipalities in- 
creased by $53 million in 1956 as compared with $21 million in 
1955.) 
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DISTRIBUTION OF HOLDINGS OF GOVT. OF CANADA DIRECT 
AND GUARANTEED SECURITIES (2) 


(Millions of Dollars) 





(1) Par values. 
(2) Estimated par values. 
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Distribution of Holdings of Direct and Guaranteed Securities of the 
Government of Canada 
(Par values—millions of dollars) 


Bank of Canada 
Treasury bills 
Treasury notes . 
Other market issues . 


Total 


Chartered Banks (estimated ) 


Treasury bills 
Other market issues . 


Total 


Government Accounts 


Unemployment Insurance Fund 
Treasury bills 
Other market issues . 


Total 


_ Securities Investment Account 


Treasury bills 
Treasury notes . 
Other market issues . 


‘otal 


Other Government Accounts 


Treasury bills 
Other market issues . 


Total ; : : 
General Public (residual) 
Treasury bills 
Other market issues . 


Total market issues 
of which — non-residents“ 


— life insurance cos. ¢!) (2) 


—all other holders . 
Canada Savings Bonds 


Total 


_ Total Outstanding 


Treasury bills 
Treasury notes . 
Other market issues . 
Canada Savings Bonds 


Total 


(1) Preliminary estimates. 


As at 


Dec. 31/56 


507 


1,919 
2,426 





743 
1,791 


2,004 





























(2) Holdings in respect of Canadian operations. 


Increase or Decrease in 1956 
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International Capital Account. In 1956 there were two major 
developments in Canada’s international payment accounts: an 
unusually large increase in imports of goods and services, and 
a very substantial rise in the inflow of long-term capital. To a 
considerable extent these developments were related, both being 
connected with the large capital investment program in Canada. 


Exports of goods and services rose substantially, but to a smaller 
extent than imports, and the balance of payments deficit on current 
account increased from $700 million in 1955 to $1,400 million 
in 1956. 


The major part of the increase in the inflow of longer-term 
capital came from a much larger volume of new bond issues, 
especially provincial and corporate issues, sold to non-residents. 
Most of these were payable wholly or optionally in a foreign 
currency, and further details on foreign currency bond issues are 
shown in the table on page 70 and the chart on page 71. Because 
of the relatively stronger demand for funds in Canada in 1955 
and 1956 longer-term interest rates rose to a greater extent here 
than in the United States, making borrowing in the United States 
by Canadians and the purchase of outstanding Canadian-debtor 
securities by non-residents relatively more attractive. The inter- 
national trade in outstanding Canadian-debtor bonds produced a 
small capital inflow in 1956 compared with a substantial outflow 
in 1955. Net sales of outstanding Canadian common and pre- 
ferred stocks to the United States in 1956 were slightly lower than 
in 1955 but sales to the United Kingdom and Europe were much 
larger. 


Foreign direct investment in Canada in 1956 was considerably 
greater than in 1955 with continued emphasis on projects associated 
with the development of primary resources. The inflow of funds 
related to exploration, development and pipe-line construction in 
the petroleum and gas industry was substantially higher, and there 
were also considerably larger inflows to finance processing plants 
in the pulp and paper, metals, mineral and chemical industries. 


A chart on the international capital account appears on the 
facing page and a table on page 74. 


In the course of the year the foreign exchange value of the 
Canadian dollar rose by about 4 per cent. The value of the 
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COMPONENTS OF INTERNATIONAL CAPITAL ACCOUNT 


(Millions of Dollars) 
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United States dollar in Canadian funds, which at the beginning of 
the year was $.99 29/32, remained close to that level in the first 
four months and then declined throughout the remainder of the 
year, closing at $.95 31/32. 


Canada’s official holdings of gold and U.S. dollars rose from 
$1,900.8 million (U.S.) at the end of 1955 to $1,936.2 million 
(US. atsthe vend, of 1956. 


Public Debt Operations. The details of new issues and 
retirements of Government bonds in 1956 are summarized in the 
table on the following page. 


During the first half of 1956 three issues were retired by the 
Government and one Government guaranteed CNR issue 
matured. On June 24th, 1955 notice was given that the 34 
per cent $48 million issue payable in U.S. funds, with a final 
maturity date of January 15, 1961, would be redeemed on 
January 15th, 1956, and on February Ist the 43 per cent $67.4 
million CNR issue was retired. On March 29th notice was given 
that the 34 per cent $54.7 million issue, with a final maturity 
date of June 1, 1966, would be called for payment on June Ist. 
A 2% per cent $400 million issue matured on July Ist. 


One long-term market issue was sold in 1956. On August 30th 
the 414 year conversion issue of 3% per cent bonds due March 
15th, 1998 was sold in the amount of $250 million in exchange 
for 3 per cent Fifth Victory Loan bonds due January Ist, 1959. 
The new issue was dated September 15th and 1s callable on or 
after September 15th, 1996. ‘This conversion operation reduced 
the amount of the Fifth Victory Loan outstanding from $1,197 
million to $947 million. 


A new short-term issue of 24 per cent Government bonds of 
$400 million was sold on November 29th. The issue, dated 
December 15th, consisted of $150 million 6-month bonds due 
June 15th, 1957 and $250 million 1-year bonds due December 
15th, 1957. The proceeds of this issue, together with other cash 
resources of the Government, were used for the redemption of 
$550 million 23 per cent bonds maturing on December 15th. 


The Eleventh series of Canada Savings Bonds went on sale 
in October. These bonds, which bear coupons ranging from 
34 per cent to 4 per cent, have an average yield of 3.76 per cent 
per annum if held to maturity. Up to December 31st total sales 
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amounted to $818 million as compared with $670 million of the 
Tenth series at the end of 1955. Payroll sales were $214 million, 
$18 million more than the previous year. The first series of 
Canada Savings Bonds, which went on sale on November Ist, 
1946, matured on November Ist, 1956. “Total encashments of all 
series during the year amounted to $769 million. ‘The net increase 
in Canada Savings Bonds outstanding during the year was $108 
million, bringing the total outstanding at the end of 1956 to 
$2,541 million or nearly 17 per cent of the total direct and 
guaranteed funded debt. 


Notes in Circulation. In 1956 the total amount of Bank of 
Canada notes outstanding increased by $130 million as compared 
with an increase of $115 million in 1955. The distribution by 
denominations is shown in the table below. 


Bank of Canada Note Liabilities 


(as at December 3lst—in thousands of dollars) 





1950 1954. 1955 1956 
Notes issued by the 
Bank of Canada 
$1. 50;273 62,161 65,491 70,270 
2 37,279 44 680 47,303 50-371 
Fae 111,731 122,424 130,931 138;004 
Lote. 429,886 469,295 499,587 528,741 
20: 346,060) 94535,12 1) "493.050 bonis 
Doak 47 46 46 46 
BU. 108,735 123,729 127,747 134,381 
100 204,40( 920,084 347,206 (364,052 
500 160 69 63 58 
1,000 11,489 10,353 12.201. 132535 
Total 1,350,117 1,608,961 1,724,350 1,854,912 
Dominion of Canada notes* 4,702 4,661 4,655 4,651 
Provincial notes* .  . . 28 28 28 28 
Defunct banks’ notes*. 88 88 88 88 


Chartered banks’ notes* 


12,487 9,719 000 9,025 


Total Bank of Canada 


Note Liabilities . 1,367,422 1,623,457 1,738,491 1,868,704 


*These are note issues which are in the process of being retired and the liability for them has been 
taken over by the Bank of Canada from the original issuers. 
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Valuation of Securities. Commencing with its published state- 
ment for December 31, 1956 the Bank of Canada, with the 
approval of its external auditors and the Minister of Finance, 
has adopted amortized values as the basis for valuing its holdings 
of securities. This is the basis used in the Government of Canada’s 
investment accounts and was authorized by Parliament in 1952 
for federal, provincial and certain foreign government securities 
held by life insurance companies. In the United States it has 
for many years been the authorized basis of valuing securities by 
banks and life insurance companies. 


The previous practice of the Bank was to carry government 
securities in its published statements at values not exceeding 
market prices. This was accomplished by setting aside out of 
profits certain amounts by way of inner reserves, which were 
deducted from the value of the securities as carried in the Bank’s 
basic account records; the resulting lower values were those pub- 
lished in the Bank’s weekly and monthly statements. Because 
of the possibility of fluctuations in market prices the inner reserves 
were, over the years, built up to large proportions, and con- 
sequently the Bank’s securities were carried at published values 
substantially below cost. 


These large inner reserves had the purpose of insulating the 
Bank’s weekly and monthly statements from the effect of fluctu- 
ations in Government security prices, a purpose which is better 
served by the use of amortized values. The practice of valuing 
securities at prices not exceeding market prices had several dis- 
advantages. Financial institutions which value their securities at 
prices not exceeding market find that large appropriations from 
earnings to inner reserves must often be made in periods when, 
although security prices are falling, prospective and to some extent 
current earnings are rising, and as a result, the annual profit picture 
may be seriously distorted. Also, when changes in inner valuation 
reserves occur, they have the effect of distorting balance sheet 
figures for changes in security holdings, and this is particularly 
important in the case of banks, since changes in their security 
holdings are a matter of special interest to analysts of monetary 
affairs. 


Under the amortized valuation basis now being used by the 
Bank, premiums and discounts on securities bought at prices 
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above or below par values are amortized weekly so that changes 
in the valuation factor between successive statements are small. 


With the change in the basis of valuation, the Bank’s inner 
reserves became redundant and the amount of $42.6 million, repre- 
senting appropriations of profits from previous year’s earnings, 
together with the net profits from 1956 amounting to $47.3 
million, were paid over to the Receiver-General of Canada on 
December 31st to be placed to the credit of the Consolidated 
Revenue Fund, which is the statutory procedure for the disposal 
of Bank of Canada profits. 


Because of the change in the basis of valuation, balance sheet 
figures of the Bank of Canada’s security holdings before December 
31, 1956 are not directly comparable with those for later dates. 
In order to provide a basis for comparison the Bank will now be 
publishing the par value of its holdings of securities among the 
regular statistical series in its monthly Statistical Summary, and 
will make this par value information available in respect of the 
whole period since the Bank was established in March 1935. 


Profit and Loss. Net earnings from the Bank’s operations in 
1956 amounted to $47,272,179, compared with $42,937,694 in 
the previous year. As indicated in the preceding section an 
amount of $42,592,924, which had been set aside out of previous 
years’ profits as inner reserves for the valuation of securities, was 
reversed and credited to profits. The combined total of 
$89,865,103 was paid to the Receiver-General of Canada to be 

laced to the credit of the Consolidated Revenue Fund. In 1955 
$38,341,041 had been paid to the Receiver-General of Canada, 
representing the surplus for that year after applying $4,596,653 
to the Rest Fund, which brought the Rest Fund up to the limit 
set by statute, 1.e. $25,000,000 or five times the Bank’s paid-up 
capital. 


FINANCIAL STATEMENT 


e779 -« 


BANK OF CANADA eSTATE 





ASSETS | 


Foreign Exchange: 


Pounds Sterling and U.S.A. 
Dollars — at market value $ 60,846,725 
Other currencies — at market 


value ; : 147,644 $ 60,994,369 
Cheques on other Banks . 7,091,024 
Accrued Interest on Investments 14,626 ,084 


Investments — at amortized values: 
Treasury Bills of Canada . $ 505,227,889 
Other securities issued or guaran- 
teed by Canada maturing with- 
in two years : 519,737,931 
Other securities issued or guaran- 
teed by Canada not maturing 


within two years. 1,368 977 ,442 
Debentures issued by Industrial 
Development Bank : 22,979,700 


Other securities ; : 163709;345 %2433,632.207 


Industrial Development Bank: 
Total share capital at cost 25,000,000 


Bank Premises: 


Land, buildings and equipment — 
at cost less amounts written off 5,770,669 


Other Assets: . : : 581,047 
$ 2,547,695 ,500 


J. E. Coyne, Governor E. FRICKER, Chief Accountant 
Ottawa, January 22, 1957. 
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Capital Paid Up: 
Authorized and issued — 100,000 


shares, par value $50 each $ 5,000,000 
Rest Fund ; ; , 25,000,000 
Notes in Circulation . : 1,868,703 ,781 
Deposits: 

Government of Canada . $ 38,770,957 
Chartered Banks : : 511,496,366 


Other : : 31,191,395 581,458,718 


Liabilities payable in Pounds 
Sterling, U.S.A. Dollars and 


other foreign currencies: 


To Government of Canada $ 53,386,335 

To others. ; i 8,788,261 62,174,596 
Bank of Canada Cheques Outstanding 3,144,394 
Other Liabilities: ; : 2,214,011 


$ 2,547,695 ,500 


Auditors’ Report @ We have made an examination of the statement of assets and 
liabilities of the Bank of Canada as at December 31, 1956 and have received all the 
information and explanations we have required. We report that, in our opinion, it 
correctly sets forth the position of the Bank at December 31, 1956 according to the 
best of our information and as shown by the books of the Bank. 


J. GRANT GLASSCO, 0O.B.E., F.C.A., JEAN VALIQUETTE, C.A., 
of Clarkson, Gordon & Co. of Anderson & Valiquette. 
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PROFIT AND LOSS ACCOUNT 
For the year ended December 31, 1956 


PROFIT For THE YEAR ENDED DECEMBER 31, 1956 $ 47,272,179 
TRANSFER oF INNER INVESTMENT RESERVE . 42 592 ,924 


PAID To THE RECEIVER GENERAL OF CANADA for 
credit of the Consolidated Revenue Fund $ 89,865,103 



































BOARD OF DIRECTORS 


J. E. Coyne, Governor 
J. R. Beatriz, Deputy Governor 


W. D. Buack, Waterdown, Ont. 
Member of the Execute Commiitee 


J. M. Bucuanan, Vancouver, B.C. 

E. G. Burton, c.s.8., Toronto, Ont. 

J. L. Cavanacu, New Glasgow, N.S. 
N. A. Hester, Sackville, NB. 

W. A. JOHNSTON, Q.c., Winnipeg, Man. 
R. H. Miuurxen, a.c., Regina, Sask. 
H. O. Patriquin, Edmonton, Alta. 
A. C. Picarp, Quebec, Que. 

H. A. Russgxx, St. John’s, Nfld. 

A. SAMOISETTE, 0.B.E., Montreal, Que. 


A. A. Scaugs, Freetown, P.EQT. 


EX-OFFICIO 


K. W. Taytor, c.B.£., Deputy Minister of Finance, Ottawa 


OFFICERS 


J. E. Coyne, Governor J. R. Beatriz, Deputy Governor 
L. P. Saint-Amour, Deputy Governor 
L. RAsMINSKY, C.B.E., Deputy Governor 
R. B. McKissin, Deputy Governor 
W. E. Scort, Executive Assistant to the Governors 
L. F. Mounpy, Secretary 
KE. Fricker, Chief Accountant E. Metcaurs, Auditor 


SECRETARY'S DEPARTMENT 


L. F. Munpy, Secretary 
P. D. Smitu, Deputy Secretary C. H. Ricuarpson, Deputy Secretary 
L. P. J. Roy, Deputy Secretary A. J. BawprEn, Administrative Assistant 
J.C. Nrespitr, Personnel Officer Miss M. K. Rowuanp, Personnel Officer 


Currency Division: P. B. Woostrr, Chief 
J. U. Rancer, Deputy Chief 


Public Debt Division: F, M. Petmrs, Chief 
H. W. Tuompson, Deputy Chief 


RESEARCH DEPARTMENT 


R. W. Lawson, Chief 
G. K. Boury, Deputy Chief 
B. J. Drassie, Assistant Chief G. E. FREEMAN, Assistant Chief 
G. S. Warts, Special Assistant S. V. Suceett, Industrial Research Assistant 


SECURITIES DEPARTMENT 


H. A. Bennam, Chief 
J. B. MacFaruane, Assistant Chief A. Cuark, Assistant Chief 
H. G. GammeE 1, Toronto Representative T. G. Bouanp, Acting Montreal Representative 


FOREIGN EXCHANGE DEPARTMENT 


W. A. Cameron, Chief 
P. Wart, Montreal Representative J. C. Fraser, Toronto Representative 





AGENCIES 


Calgary, Alta. 


Halifax, N.S. 


Montreal, Que. 


Ottawa, Ont. 


Regina, Sask. 


Saint John, N.B. 


Toronto, Ont. 


Vancouver, B.C. 


Winnipeg, Man. 


F. J. Winks, Agent 


G. R. Bonnur, Agent 


J. H. C. Desmarais, Agent 
A. HuBERDEAU, Assistant Agent 


J. K. Ferguson, Agent 


W. D. T. Suortreep, Agent 


E. L. Jounson, Agent 


R. J. Liniin, Agent 
F. H. Ruut, Assistant Agent 


W. D. FarrRewu, Agent 


G. A. Ivey, Agent 





UNIVERSITY OF TOROMTO 
. BUSIN: E55 ADMINISTRATION 
READING ROOM 











BANK OF CANADA 


ANNUAL REPORT OF 
THE GOVERNOR TO THE 
MINISTER OF FINANCE 


AND STATEMENT OF ACCOUNTS 


FOR THE YEAR 1957 


A 

ni 

Las 
h 








CANADA 


“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of 
the nation, to control and protect the external value 
of the national monetary unit and to mitigate by 
its influence fluctuations in the general level of 
production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic and 


? 


financial welfare of the Dominion: Therefore, .. .’ 


—Preamble to the Bank of Canada Act 


BANK OF CANADA 


February 28, 1958. 


The Hon. Donald M. Fleming, Q.C., 
Minister of Finance, 


Ottawa. 


Dear Sir, 


In accordance with the provisions of 
the Bank of Canada Act I am transmitting 
herewith my report for the year 1957, and 
a statement of the Bank’s accounts for this 
period which is signed and certified in the 


prescribed manner. 


Yours very truly, 
To EZGOY NE, 


Governor. 


BANK OF CANADA 


REPORT OF THE GOVERNOR 
1957 


This review of economic and financial developments during 1957 
will of necessity be largely concerned with the changes which 
occurred as inflationary pressures moderated in the latter part of 
the year and monetary conditions became easier. Many factors 
were present in the chain of events leading up to this change in the 
economic climate, but the main cause of the change was — as so 
often in our affairs — of worldwide origin and impact, that is, a 
levelling off or weakening of world markets for many of our most 
important products. The process of adjustment, involving pro- 
duction, employment, and in some cases prices, as well as a reduced 
scale of capital investment, also spread to a number of other sectors 
of the economy. Monetary policy changed in accordance with 
these developments. The money supply was expanded rapidly 
after mid-August, and partly for this reason and partly because of 
a reduction of demand in certain credit fields, monetary conditions 
in Canada generally became easier and interest rates declined sub- 
stantially. “The reduction in interest rates began some two to three 
months before the corresponding movement in the United States, 
and the loanable funds of the banks, and money supply in general, 
showed a much greater increase in Canada from August on. 


General Economic Developments 


The great upsurge in economic activity which had been the 
outstanding feature of 1956 continued to dominate the scene in the 
first part of 1957. The main driving force was the abnormally 
large scale of investment expenditures on construction, machinery 
and equipment, especially in industries related to the development 
of natural resources for export. Expenditures of this type had 
risen dramatically in 1956, and capital investment intentions for 
1957 showed that total planned expenditures for the year were 
8 per cent above the record level of the previous year. Reflecting 
the general business optimism of the period, business inventories 
also continued to rise — an expansionary influence. In 1956 the 
intense pressure of demand on Canadian resources pushed up the 
prices of finished goods and services and drew in goods and services 
from the rest of the world on a large and increasing scale. During 
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*Total expediture by consumers and governments, and 
private expenditure on fixed capital assets. 


BALANCE OF PAYMENTS 
CURRENT ACCOUNT DEFICIT* 


ne Seasonally Adjusted at Annual Rates 
Billions of Dollars Billions of Dollars 


0 
1953 1954 1955 1956 1957 1958 
*National Accounts definition. 
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tInvestment closely associated with resource development, 
including export-oriented basic manufacturing industries 
and central electric stations. 

(a) First survey of investment intentions. 

(b) Mid-year review of investment intentions. 

(c) Preliminary estimate of actual expenditure. 
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the first part of 1957 the prices of finished goods and services used 
by the Canadian economy rose at the rate of 23 per cent per annum, 
and the excess of imports of goods and services over exports 
increased to the unprecedented annual rate of over 1.6 billion 
dollars. Employment continued to grow steadily. 

These were some of the signs of continuing growth in economic 
activity under continuing inflationary pressures. There were also 
certain adverse developments characteristic of inflationary periods 
which became more noticeable as the year progressed. ‘The increase 
in employment was not accompanied by a proportionate increase 
in the volume of total output. In part this reflected a decline in 
the average number of hours worked per week, but there was also 
an appreciable reduction in the statistical measure of average output 
per man-hour. Average hourly earnings in general continued to 
rise and this, in combination with the declining trend in output per 
man-hour, resulted in increased labour costs per unit of output. 
Competition in external and domestic markets became keener than 
in 1956, and some Canadian producers found it increasingly difficult 
to meet domestic and world competition in view of the higher costs 
they were experiencing. Business profit margins tended to decline. 
Signs of consumer resistance appeared particularly in relation to 
durable goods where the rapid expansion of consumer credit and, 
in some cases, successive and substantial price increases had helped 
to create at least a temporary saturation of the market. While the 
combination of rising employment and rising wages caused total 
labour income to increase steadily until September, and personal 
income from other sources except farm operations also increased, 
consumer expenditures on goods and services rose less than pro- 
portionately. The rise in expenditures was more or less equalled 
by the rise in consumer prices, and consumption in physical terms 
rose only slightly if at all. Consumption of some products increased 
but sales of automobiles and some lines of household equipment fell 
below the levels of 1956. 

Despite these signs of weakness in certain areas, the total of 
investment plans continued to rise and the mid-year survey of 
investment intentions published by the Department of Trade and 
Commerce in July indicated that the total of investment programmes 
for the year 1957 had been raised by a further 3 per cent during the 
preceding six months. Actual total expenditure on fixed invest- 
ment (both public and private) in the second quarter of 1957 was 
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almost 30 per cent of total output, an exceptionally high rate by 
any international comparison and greater by one-half than the rate 
in the United States. As already mentioned, employment was rising 
as rapidly as it had in 1956, and continued to do so until October. 
Underlying the change in the economic climate as the year 
progressed was a gradual alteration in the position and prospects 
of industries engaged in the output of forest and mineral products, 
particularly lumber, pulp, newsprint, copper, lead, zinc, aluminum, 
nickel, iron ore and petroleum. World demand had risen rapidly 
for these products and both the immediate and long-run market 
outlook for Canadian sources had looked so favourable that additions 
to productive capacity were undertaken on an enormous scale. 
Investment outlays on projects associated with resource develop- 
ment rose by two-thirds in 1956 and continued to rise well into 
1957. The stimulating effects of this activity were widespread, 
and much of the investment elsewhere in the economy can be 
attributed directly or indirectly to the rapid rate of expansion in 
the export-based resource industries. Resource development was 
in fact the basic reason for the intensity of the 1955-57 boom in 
Canada — and for the degree of inflation experienced. 
Before the end of 1956 in 
CONSTRUCTION, MACHINERY AND EQUIPMENT 2 few cases, but much more 
uid sa arbi generally in the course of 
1957, world markets for a 
number of Canada’s main 
products softened. This de- 
velopment reflected primari- 
ly the rapid expansion of 
Reatae { capacity which was under- 
way in other countries as well 
as in Canada, but there were 
other important events on the 
international scene which af- 
panes amo) ie fected ycommotityamnariers 
oe ee ones industries for example, changes in stra- 
*First survey of investment intentions. tegic stock-piling policies and 
in defence procurement, sharp movements in ocean freight rates 
associated with the Suez crisis, a widespread easing in the rate of 
growth of industrial activity in many countries and some tendencies 
towards increased trade barriers. Doubts began to arise among 
Canadian suppliers about the ability of world markets to absorb 
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the output from further expansions in capacity even in cases where 
prices held firm and export volume was well maintained. 


In the second half of the year these developments had an increas- 
ing effect on production, employment and income in the industries 
involved, and they also affected plans for further investment in 
these and related industries. It had been clear well before the 
end of 1956 that the expansion of capacity in many of the export- 
based primary industries was proceeding at a pace which could 
not continue indefinitely. In response to strong world markets, 
businesses in Canada and abroad were expanding the capacity of 
their plants at such a rate that world capacity was increasing more 
rapidly than the world market for their products could be reason- 
ably expected to grow, and therefore a decline in the rate of 
expansion was bound to come at some stage. The main effect of 
the easing of world markets was to bring about an earlier decline 
in resource investment than would otherwise have occurred. 

During the latter part of 1957 the rate of expenditure on resource 
development tapered off, and planned expenditures of this type 
for 1958, though still large, are well below the level reached in 
1957. ‘The effects of the waning of the boom in the export-based 
resource industries spread to other parts of the economy in much 
the same way that its growth had done earlier, and it likewise had 
a marked effect on imports. ‘The industries supplying machinery, 
construction materials, transportation and other goods and services 
to the primary industries saw their markets soften. Employment, 
output and plant expansion in a number of other industries were 
also affected in consequence. The mood of optimism about the 
economic future gave way to one of caution. The domestic retail 
market particularly for durable consumer goods showed less buoy- 
ancy. A reduced level of automobile production contributed to 
the psychology of recession and housing construction was lower 
than in 1956 although it was on a rising trend. Inventories that 
had seemed scarcely adequate in a rapidly expanding market now 
appeared excessive. Efforts were made to bring inventories down, 
or at least to check further increases, so that production was affected 
to a greater extent than was attributable to the trend of final demand. 
By the latter part of 1957 the economic boom had passed its peak 
and while employment and production were still high they fell 
more in the final months of the year than could be accounted for by 
seasonal movements alone. 
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In the United States, as in Canada, the 1955-57 boom was char- 
acterized by a rising level of business investment, and the same 
tendencies towards over-rapid expansion of industrial capacity and 
inventories developed there and had similar consequences. In that 
country investment expenditures were of course oriented more 
towards the domestic market, and they were proportionately much 
smaller than in Canada. The economic situation in the United 
States was buoyant until after mid-year. After some hesitation 
in the early months confidence in business prospects strengthened 
and the stock market rose strongly and steadily from late February 
into July. Consumer spending, physical output and employment 
were well maintained through the summer months, and demands 
for credit remained heavy. In mid-August the Federal Reserve 
Bank discount rate was increased from 3 per cent to 34 per cent. 
But the pressure on physical resources, both immediately and in 
prospect, was easing and a more cautious attitude became apparent 
towards the replacement of inventories. A moderate cut-back in 
defence expenditure occurred in the third quarter. In the final 
quarter of the year the rate of business investment in plant and 
equipment began to decline and there was a fairly sharp swing from 
inventory accumulation to liquidation, with some decline in employ- 
ment and output. 


General Financial Developments 


There were substantial changes in monetary and financial condi- 
tions in Canada in 1957. During the first half of the year the 
pressure of demand for money and credit continued to increase. 

NET NEW ISSUES OF PROVINCIAL, Although the AOU ES of 
_ MUNICIPAL & CORPORATE BONDS* money that people in Can- 
Millions of Dollars Millions of Dollars nae 
ada were willing to save and 
to lend continued to expand, 
the amounts that others 
wanted to borrow rose even 
more rapidly (as in 1955 and 
1956). Competition in the 
market for loanable funds 
increased and interest rates 
rose. During the second half 
of the year there was a sharp 
change in the balance be- 
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the market for borrowed CHARTERED BANK DEPOSITS* 
money. As the trend of re bit of Dollars Millions ila 6 
over-all spending in the Meiers 
economy levelled off, the 
central bank accelerated 1200 
the expansion of the money 
supply which had _ been 
taking place on a moderate 
scale even during the pre- 
ceding two years. From _ 11000 
July 31 to December 31 
she stotaly of ).currency, jini) abt) a Laat re 
circulation and bank de- 1955 1956 1957 1958 

‘ - *Less float. Includes Government deposits. 
posits increased by $486 
million and the chartered banks’ assets increased by $483 million. 
Consequently the banks have for some time been in a position to 
increase their normal lending activity wherever required and to 
take care of all credit-worthy demands for commercial and personal 
loans. But in total the demand for bank loans by credit-worthy 
borrowers levelled off, and most of the increase in the chartered 
banks’ assets has in fact been left in liquid form or placed tempor- 
arily in readily realizable investments such as Government of 
Canada bonds and short- GOVERNMENT SECURITY YIELDS 
term foreign assets. As ee bs 
monetary conditions eased 
interest rates fell and by 
the end of the year yields aN ean 
on all types of bonds had zo yeas! 
declined substantially from we. ead oe: 
their peak levels in August 
or September. The “prime 
rate” of interest on bank 
loans was reduced by } 
per cent in December, 1957 
and again in February, 
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In the United States demands for credit remained heavy and 
financial conditions remained tight through most of the year. As 
already mentioned, the Federal Reserve discount rate was increased 
in mid-August from 3 per cent to 34 per cent (the first increase 
of as much as } per cent in many years). In mid-November the 
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discount rate was reduced to 3 per cent and a reduction in United 
States interest rates, which had begun in some areas shortly before, 
became general. Interest rates in Canada had by then been declin- 
ing for three months. 


As demand in many sectors of the economy abated there were 
some compensating changes which moderated the effect on the 
level of employment, income and output in Canada and which also 
had significance for the capital market. A considerable part of the 
easing in expenditure which occurred within Canada was offset by 
a falling trend in imports, which became more pronounced during 
the latter part of the year. ‘Thus the impact on domestic produc- 
tion of falling demand has been cushioned by declining imports in 
the same way that the growing strain on resources in the earlier 
period was moderated by rising imports. Support to domestic 
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activity was also provided by 
rising expenditures on residen- 
tial construction. The trend of 


activity in house building 
which declined in 1956, turned 
upwards in the spring of 1957 
and later rose strongly under 
the additional stimulus of large 
Government loans initiated in 
ny, ata a * August. The rate of Govern- 
ment expenditures has also been 
sharply increased, including 
0 capital expenditures and loans 
to local governments and for 
housing and other purposes. The increase in federal government 
direct and guaranteed borrowing requirements for capital and 
current account, together with the increase in demand for borrowed 
funds on the part of provinces and municipalities, more or less 
offsets the decline in the borrowing requirements of private business 
to finance investments in fixed assets and inventories. 
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Although final demand for goods and services in the private 
sector has tapered off, and although declines in some sectors of 
demand for capital have made conditions easier for other sectors 
of demand formerly affected by severe competition for funds and 
by overall shortages of labour and supplies, it still remains the case 
that actual and potential over-all demand in Canada exceeds actual 
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and potential capacity for physical production in Canada. As a 
result there remains in 1958, despite the development of unemploy- 
ment on a larger scale than has been seen in recent years, an excess 
(although a smaller excess) of imports of goods and services over 
exports, and a continuation on a reduced scale of an inflow of capital 
from abroad which provides the funds with which to pay for the 
import surplus. 

Continuation of the total demand for capital even on the 1958 
level means that the requirements of the Canadian economy for 
capital, in real terms as well as in money terms, will continue to 
exceed by a considerable margin the overall rate of saving in Canada. 
The difference must be obtained abroad if the present rate of capital 
investment is to be maintained. ‘This is not a problem which can 
be solved by an excessively easy money policy or artificially low 
interest rates — on the contrary, such monetary developments would 
discourage the growth of domestic saving and choke off the flow 
of funds needed to pay for our import surplus. If an early readjust- 
ment of the Canadian economy to a lower level of capital invest- 
ment, 1.e. to a lower rate of growth, is not desired, the continuation 
of a high rate of growth (higher than that in the outside world) 
requires a sound money policy and an interest rate structure which 
will encourage both a high level of domestic saving and a sufficient 
inflow of outside capital to make up whatever deficiency remains. 


Labour Force. An important difference between developments 
in Canada and the United States during 1957 was in the rate of 
growth of the labour force. Over.the twelve months of 1957 the 
Canadian labour force rose by about 4 per cent, which was almost 
twice the average annual increase over the four preceding years. 
This was quite unlike the experience in the United States where 
the labour force increased by about 1 per cent, or two-thirds of 
the average increase of the four preceding years. In absolute terms 
the increase in the labour force in the United States was only slightly 
more than three times that in Canada, although the United States 
population is ten times as great. 


One reason for the unusually large growth in the Canadian labour 
force in 1957 was the very high rate of immigration. The other 
principal reason was the persistence of an unusually high partici- 
pation rate, that is, an unusually high proportion of the population 
of working age either working or looking for work. Both of these 
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factors were encouraged by the continuing strong demand for 
labour, and employment in Canada rose about as much from the 
beginning of the year to the peak of labour demand in the third 
quarter as it had the year before. But even this large increase in 
employment fell short of the growth in the labour force, and after 
allowance for seasonal movements unemployment (the difference 
between the total labour force and the number employed) rose 
through the year from the low levels to which it had fallen in late 
1956. Inthe latter part of the year, the trend in employment turned 
down and although the growth in the labour force also tapered off, 
unemployment rose more rapidly. 


CIVILIAN LABOUR FORCE LABOUR SUPPLY AND EMPLOYMENT 
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Foreign Trade. The total value of commodity exports from 
Canada was well maintained during 1957 asa whole. After rising 
in the earlier part of the year exports of forest and mine products 
lost momentum towards the end of the year due to the weakening 
of world markets; the main effect of this weakening was that it 
prevented exports of these commodities from continuing to increase 
in line with the growing Canadian capacity to produce them, except 
in the case of uranium where exports continued to rise rapidly. In 
response to more favourable external markets for certain farm 
products, notably wheat and cattle, agricultural exports strengthened 
in the second half of the year. ‘Total commodity exports in the 
final months of the year after allowance for seasonal movements 
showed no decline from peak rates. Meanwhile the trend of com- 
modity imports reflected the reversal in the trend of business invest- 
ment in fixed capital and inventories, and turned downwards. 
Compared with 1956 there was a marked reduction in the deficit 
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Prices. Price trends during 1957 were more mixed than in the 
preceding year. Average domestic and export wholesale prices of 
basic commodities declined, reflecting weakness in external markets 
for primary industrial materials. The prices of commodity imports, 
a large proportion of which are finished goods, rose by about 3 per 
cent during the year, which was about the same increase as during 
1956. Market prices of farm products were on the whole a little 
lower at year-end than at the beginning of the year. Prices of 
finished goods and of services continued to rise. “The average price 
of goods and services purchased by consumers rose by 2.2 per cent 
during the twelve months ending December 1957, compared with 
an increase of 3 per cent during the previous year. The lesser rate of 
total increase in consumer prices during 1957 resulted from the much 
smaller rise in food prices; the prices of consumer goods other than 
foods and of services rose more than they had in the previous year. 
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Economic Fluctuations, Economic Growth 
and Monetary Policy 

It is not surprising that the recent period of severe inflationary 
pressures should be followed in Canada, as in other countries, by a 
period of adjustment or recession, — inflationary pressures inevitably 
create the kind of distortions which lead to some degree of reaction 
or recession. There appear to be many different causes of these 
periodic inflationary booms and subsequent recessions. Some of 
the more dramatic fluctuations have had sources that were primarily 
non-economic — wars, threats of wars and major changes in defence 
programmes. In other cases, surges of economic growth give rise 
to excessive optimism, and plans for physical expansion of industrial 
plant and equipment, of resource development and utilities, and of 
inventories, accelerate to a pace which far exceeds the current 
capacity to save. Unless adequate preventive measures can be 
taken, the result is rising prices and costs, and an increase in spending 
financed by credit on a scale which cannot continue indefinitely. 
At best the boom may subside in a relatively orderly way; at worst 
it may build up to such a peak that it can only end in a crash, 
followed in either case by a period of pessimism and uncertainty 
while the maladjustments and excesses which have been built up are 
worked off. “The re-adjustments often involve injury to innocent 
parties,— as in the case also of the price rises and other evils of the 
boom itself. 

During the boom period, inflationary pressures discourage eco- 
nomic efficiency and rising prices do injustice to those in the 
community whose bargaining power is least. During periods of 
contraction there is the suffering and waste of unnecessary unem- 
ployment, and the often slow process of re-deployment of capital 
and labour from weaker to stronger fields of activity. It is there- 
fore a major goal of economic policy to endeavour to moderate 
the scale of fluctuations on either side of the norm of sound eco- 
nomic growth, so far as this can be done without impairing the 
essential freedom or the dynamic qualities of the economic system 
as a whole. 

It is generally agreed that monetary policy is one of the factors 
in economic policy which can and should make a contribution 
towards stability as well as economic growth. This was the view 
which in 1934 led to the establishment of a central bank in Canada 
which would, in the words of the Preamble to the Bank of Canada 
Act, “mitigate by its influence fluctuations in the general level of 
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production, trade, prices and employment, so far as may be possible 
within the scope of monetary action”. 

The influence of the central bank on the level of economic 
activity is felt through the effect which it can have on the supply 
side of the market for borrowed money. Even without action by 
the central bank, developments in the market for credit tend to be 
stabilizing in character — borrowed money becomes expensive and 
more difficult to find during periods of rapidly expanding demand 
and less expensive and easier to find during periods when demand 
tends to lag behind the supply of new savings. ‘The first decision 
involved in monetary policy is clearly to allow this automatic 
stabilizer to work, the second is whether and when and to what 
extent to supplement it by central bank action. 

While monetary policy can help to moderate economic fluctu- 
ations most observers believe that it is more effective in moderating 
the growth of credit when spending tends to be excessive than it is 
in stimulating the use of credit beyond a certain point when spend- 
ing isinadequate. Monetary management affects mainly the supply 
side of the market for borrowed money and chiefly the supply of 
loanable funds in the banking system. After money has been made 
readily available there is not much more the central bank can do to 
stimulate outlays if spenders and potential borrowers do not see 
attractive fields for their activities. 

During the recent period when the abnormally high demand for 
money far outran the moderate increase in the rate of saving and 
the moderate increase in the money supply, the impression seems 
to have arisen that the money supply was actually being contracted. 
This was not the case. The supply of money increased and its 
velocity of circulation rose very substantially. The phrase “tight 
money policy” may sometimes be used to refer to matters other 
than monetary matters, such as policy with regard to government 
taxation, expenditure and lending. Too the extent that the phrase 
might be taken to imply a contraction in the availability of money 
it isnot applicable. In this sense of the phrase there has never been 

“tight money policy” in Canada since the establishment of the 

central bank twenty-three years ago. 
_ There has been what I would call a sound money policy, and I 
trust there always will be. Circumstances might arise in which a 
sound money policy might require an actual reduction of the money 
supply but this has not in fact happened. Even during the 1955-57 
period of inflationary pressure there was no policy of reducing the 
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money supply or of reducing the total volume of bank loans. The 
banking statistics published by the Bank of Canada each week and 
each month show clearly that the supply of money continued to 
expand to a moderate degree even prior to the acceleration which 
occurred after mid-August 1957 (by “money supply” I mean bank 
deposits as well as currency in circulation). The total volume of 
bank loans increased very greatly — much more than the volume 
of money — as the banks sold Government bonds in large quantities 
to obtain funds (over and above the increase in their deposits) to 
make more loans. 

Despite this increase in the supply of money and much greater 
increase in bank loans, an impression of “tight money” arose because 
of the extraordinarily large increase in demand for money. Un- 
doubtedly some borrowers who felt they had sound projects requir- 
ing financing were unable to obtain loans of other people’s money 
at interest rates which they were prepared to pay. This happened 
in some cases because lenders did not regard these projects as offer- 
ing an attractive outlet for the funds under their administration, or 
because other borrowers were willing to pay higher rates of interest 
if necessary and did in fact succeed in borrowing all of the increased 
supply of funds that banking institutions, life insurance companies, 
other lending bodies and private investors had available for lending. 

Many complaints of “tight money” appear to relate not to the 
availability of loanable funds but to the matter of the interest rate 
— the money was in fact available and was obtained by the borrower 
making the complaint but he felt he should have been able to get 
a loan at a lower rate of interest than that which was established by 
competition. I know of no way in which in a free economy the 
central bank could prevent interest rates from rising in the face of 
such a huge increase in demand, except by creating larger and larger 
quantities of money, far in excess of the amount that could be made 
available without adding to inflationary pressures. Since inflation- 
ary forces of considerable strength arising from non-monetary 
sources were already operating throughout the economy, such a 
monetary policy would undoubtedly have resulted in a much greater 
degree of price inflation than that actually experienced. An already 
rather hectic boom would have been further ageravated, the over- 
expansion in certain lines of industry which has now become 
apparent would have been greater, and the aftermath of the boom 
would have been a recession of greater degree than anything which 
now seems likely. 
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It is sometimes said that monetary policy is a failure because it 
did not succeed in containing completely the last inflationary surge, 
nor in preventing any increase in prices, nor in avoiding the present 
recession. It is not apparent what conclusion this argument leads 
to, except the absurd one that easier money would have had more 
anti-inflationary impact. In any case, such a view overlooks the 
fact that monetary policy is only one of the factors in overall eco- 
nomic policy. It cannot be expected to be the omnipotent con- 
troller — nor is it desirable that it should be. 

In appraising the administration of monetary policy there will 
always be questions of timing and degree which are matters of 
judgment and on which genuine differences of opinion may arise. 
In relation to the broad sweep of events, however, the weight of 
evidence and experience is overwhelming that maintaining a moder- 
ate rather than an immoderate monetary policy did help to limit 
the rise in prices and protect the value of our currency, and did 
help to moderate the excesses of the boom such as the over-expansion 
of plant capacity and inventories, and has therefore helped to 
reduce — not to cause or aggravate — the severity of the adjustments 
which are now taking place. An easier policy, a greater degree of 
monetary expansion than that which occurred, would have made 
the boom worse and would have brought on a more serious 
recession, with a greater degree of unemployment and other 
dislocations. 

There are limits to the role of monetary policy in any free 
economy, and this applies with particular force to a country so 
dependent upon foreign trade as Canada. We must view the 
changing economic conditions in our economy in the context of 
the vicissitudes of our great trading partners. To a considerable 
extent, the Canadian boom of 1955-57 and its aftermath were 
stimulated by the rise and fall in the world’s demands for those raw 
materials which our country is exceptionally well qualified to 
supply. Many of the investment decisions with regard to resource 
development in Canada are made by non-resident investors. Much 
depends on the degree of business optimism outside our borders as 
well as within Canada. The climate of business opinion within this 
country is greatly influenced by opinion in the United States, 
through all the intricate channels of communication which connect 
our two societies. ‘The extent to which our own economy can be 
insulated from the forces of inflation or recession operating beyond 
our borders is thus subject to substantial limitation, even with the 
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added flexibility which a free exchange rate provides. But this does 
not absolve us from the necessity of having a monetary policy of 
our own, in order to minimize the adverse effects of developments 
abroad and to inhibit the growth of unfavourable fluctuations of 
domestic origin. 

The recession we are now experiencing has not been brought 
about by monetary policy but, so far as domestic factors are con- 
cerned, by the degree of inflation and excessive expansion in certain 
directions which occurred despite a sound money policy. Most 
of the difficulties that certain sections of Canadian business are now 
experiencing arose out of world conditions which had a particularly 
heavy impact on highly specialized and rapidly expanding Canadian 
export industries. “Tight money” in Canada did not cause the 
world price of copper, lead and zinc to decline to such an extent 
as to cause a reduction in employment and the shutting down of 
some mines. It was no lack of availability of money in Canada 
that caused the reduction in United Kingdom and United States 
imports of lumber and the resulting cut-back of production in the 
Canadian west coast lumber industry. And clearly “tight money” 
in Canada (or elsewhere) did not create the condition of worldwide 
excess capacity in pulp and paper production and in aluminum 
production which is now causing difficulties for Canadian producers. 

Likewise, the declines in housing activity and automobile pro- 
duction in Canada, though presumably of domestic origin, were 
not attributable to monetary policy or anything in the nature of 
credit restrictions. It is perhaps not recognized that in these fields 
the slow-down in Canada came much later than in the United States 
and the United Kingdom where monetary problems were more or 
less similar to those in Canada. Housing began to decline in both 
the United Kingdom and the United States early in 1955; in 
Canada no noticeable decline occurred until the summer of 1956. 
Although the banks temporarily curtailed their mortgage lending, 
they resumed a normal level of lending in this field in the second 
quarter of 1957. The main drop in housing loans occurred in the 
case of other lenders, for reasons unconnected with monetary 
policy, as mentioned below. 

Similarly, the great automobile boom, aided by extraordinary 
increases in consumer credit and relaxation of the terms of such 
credit, reached a peak in the United States in 1955 and showed a 
sharp decline in 1956 and a further decline since. In Canada, 
although 1955 was a record year, 1956 was still better, and no 
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significant decline in automobile sales occurred until well into 1957. 
At no time has there been any serious difficulty in the supply of 
funds through instalment finance companies to finance the purchase 
of new or used cars, although Canadian consumers and lenders alike 
have at all times shown a more prudent regard for sound credit 
practices than has been apparent in the United States. 

By its nature monetary policy must be directed towards the 
condition of the economy as a whole. It is understandable, how- 
ever, that much of the discussion about it has related to its bearing 
on particular situations, such as the position — under the recent 
conditions of excessive over-all demand — of local governments, of 
housing, of certain economic regions, and of small business. 

So far as the first and second of these are concerned, bank loans 
to municipal and provincial governments increased in 1957 and 
bank approvals of insured residential mortgage loans were as great 
in 1957 as in 1956. The problems of those concerned arose from 
competition for funds in securities markets and from the decisions 
made by various categories of non-bank investors as to how to lay 
out their funds. ‘The total of funds available to these investors was 
growing but they chose to invest a smaller proportion of the total, 
and indeed a smaller absolute amount, in housing mortgages and 
local government securities and a larger proportion of the total, 
and a larger absolute amount, in other investments which they 
found more attractive, particularly the purchase of new issues of 
corporation stocks and bonds. These new corporate issues and 
the demand for money which gave rise to them reflected the 
competition for available resources at a time when the increase in 
total investment plans greatly exceeded the growth of domestic 
saving. 

Discussion of the position of certain economic regions has given 
rise to the suggestion that monetary policy should not be the same 
throughout the country but should be modified in some way to 
the advantage of those regions which were not showing the same 
degree of economic growth as others. It is not possible for 
monetary policy to operate differentially under our present statutes 
_ and banking arrangements, and a major change would be necessary 
before it could do so. The national branch banking system and 
the national capital market would have to be broken down into 
regional systems with some kind of control established to compel 
funds to be invested in, and to be transferred to, and to prevent 
funds from moving freely out of, a region where interest rates were 
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being held down (as has been advocated) as compared with other 
regions where interest rates were permitted to rise under the 
influence of demand. Reference is sometimes made to the fact 
that there are twelve Federal Reserve banks in the United States. 
This regional organization arose from the circumstance that banking 
in the United States is conducted by unit and regional banks rather 
than by banks with nation-wide branch systems. Even so, central 
bank interest rates tend to be uniform. Differences between the 
discount rates of the twelve Federal Reserve banks sometimes arise 
when the discount rates in the system are rising or falling but the 
differences arise chiefly from the timing of board meetings and 
rarely last for more than a week or two. ‘The much more important 
matters of open market policy and operations have always been 
decided and carried out on a national basis, without any kind of 
regional differentiation. ‘The regional organization of banking in 
the United States has not in fact given rise to regional differences 
in monetary policy, and could not do so without major interference 
with the freedom of decision of banks and investors. 

The matter of providing adequate finance for small business — 
with which I would include the requirements of farmers and pro- 
fessional groups as well as the needs of ordinary individuals for 
personal loans for non-speculative purposes — seems to me to be 
one of great importance. During 1957, as in 1956, we have in 
discussions with the chartered banks expressed concern for the 
position of these small borrowers. We have been assured by the 
banks that there was no discrimination against such borrowers. 
As regards the present position, following the substantial easing of 
monetary conditions which has occurred since August there can 
be no doubt of the banks’ ability to expand their loans to small 
businesses, institutions, farmers and individuals to the full extent 
that there may be any unsatisfied credit-worthy demand in those 
fields, and indeed in any field of normal bank lending and investing. 

While the experience of the recent inflationary period is freshly 
in mind it may be useful to consider one possibility in this connec- 
tion. If and when inflationary conditions appear again and the 
increase in the demand for money outruns the increase in total 
saving, there will be strong competition for loanable funds. Even 
if small borrowers are assured of non-discriminatory treatment by 
the banks they may be handicapped relative to large borrowers. 
Small borrowers cannot supplement their use of bank credit by 
selling new issues of their securities in the market. Small business 
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depends more on the banks, and must turn to the banks for increased 
accommodation when business is expanding. It would, I think, be 
desirable that whenever the banks find it necessary to allocate their 
resources in the face of excessive total demand they should limit 
the rationing process to the field of large loans, and should make 
it clear that this was the case. ‘The first call on the resources of the 
national branch banking system must, I think, be to fill the credit- 
worthy needs for banking accommodation of small businesses, 
institutions, farmers and individuals — including a reasonable level 
of loans for housing — in all the various localities across Canada. 
This approach is feasible because the funds required to meet such 
needs are small in relation to the total resources of the chartered 
banks. The banks will always have very substantial additional 
resources to make available in flexible amounts for loans to large 
enterprises, — enterprises which can and do also obtain funds from 
non-bank sources and can vary their proportion of bank debt to 
non-bank debt as the circumstances may require. The experience 
of the past two or three years suggests that much misunderstanding 
and difficulty would be avoided in future if it could be made clear 
that changing economic and financial conditions did not affect the 
banks’ willingness and ability to accommodate credit-worthy small 
borrowers. 

I should add that in my opinion the main financial difficulty of 
small business 1s not in obtaining working capital but in obtaining 
sufficient equity capital and fixed capital. In this connection, a 
large number of small firms are being assisted through the operations 
of the Industrial Development Bank, which was established in 1944 
to provide medium-term capital loans to credit-worthy industrial 
enterprises. Such loans are quite unlike, and are no substitute for, 
the working capital loans extended by the chartered banks. The 
scale of the Industrial Development Bank’s lending has grown 
steadily. In its last fiscal year it approved 391 new loans of which 
over 60 per cent were for amounts of less than $50,000, and nearly 
one-half were in the Atlantic and Western provinces. The total 
amount outstanding or committed at February 28, 1958 was $95 
million. As the facilities of the Industrial Development Bank 
become more widely known and used it can make an increasing 
contribution to meeting the capital financing problems of small 
businesses. 

To revert to the role of over-all monetary policy, I am sure there 
is no contradiction between the objective of seeking to damp down 
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the amplitude of periodic economic fluctuations and the objective 
of seeking to promote maximum economic growth over the long 
run. Economic expansion is much more likely to be efficient and 
to be sustainable when it takes place within an economy which is 
in over-all balance. In a free economy we rely heavily upon the 
price system to ensure efficiency in the allocation of economic 
resources and the price system works best when the value of money 
is stable. Economic distortions are less likely to occur and eco- 
nomic indigestion is less likely to develop if we can avoid hectic 
sessions of trying to expand too fast, and can maintain the value 
of money. Above all, economic growth will be greatly assisted 
if we can, by restraining inflation, moderate the recessions or 
depressions that inevitably follow periods in which inflationary 
forces have gathered strength. 

The object of a sound money policy as I understand it is not to 
prevent economic expansion but to encourage economic growth 
on a sound basis, not to slow down economic activity but to provide 
the conditions in which a high level of economic activity can 
continue indefinitely or with only moderate fluctuations instead 
of in sharp inflationary spurts followed by recessions. Insofar as 
monetary management is concerned there is no conflict between 
the goals of economic balance and economic growth. Quite the 
reverse. Any success achieved in maintaining economic conditions 
conducive to stability in employment, output and prices will 
improve the prospects of maximum long-term economic growth. 

It must be recognized that continuous balance and a completely 
steady rate of growth is never likely to be reached in a free society. 
It certainly cannot be reached by monetary policy alone, nor, 
probably, by even the best combination of economic policies — 
monetary, fiscal, regulatory, etc. — which can be devised. Our 
economic system is too complex, the instruments of economic 
policy are in their nature too blunt, and the judgments involved 
are too difficult to expect perfection to be achieved. On the basis 
of past experience it is clear that tendencies towards short-term 
instability in the economy are strong, and containing them will 
always be difficult. So far as the contribution of monetary policy 
is concerned one would hope that it will continue to be exerted 
in the right direction at broadly the right time as varying conditions 
will require. One would also hope that the tools of monetary 
policy, and their use, can be improved as the result of developing 
experience. 
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In retrospect it is clear that throughout the western world since 
the end of the second world war the dangers of inflation have been 
under-estimated. Partly as a legacy of the deepest and longest 
depression on record, and partly because the full rigours of the cold 
war were not foreseen or quickly realized, it was too easily accepted 
that the economic system had a natural tendency towards deflation 
and that the threat of inflation would at most be sporadic and mild. 
So far events have shown the opposite tendency prevailing. The 
bias of the economy of the western world has been inflationary and 
it is the brief periods when basic inflationary forces have not been 
dominant that have been the exception. It would be unwise to 
conclude that this underlying inflationary bias has disappeared, 
even though the immediate condition in some parts of the western 
world may be one of stationary or declining activity. 

Under present circumstances, of course, the objective of mone- 
tary policy should be — and is — to encourage and assist an increase 
in economic activity. This is the reason for the substantial mone- 
tary expansion that has taken place in Canada since last August. 
At the same time policy must have regard to the needs of the future. 
If increases in the availability of credit and reductions in its cost 
are pushed beyond reasonable limits, little further will be achieved 
by way of encouraging economic expansion, but the undue increase 
in the liquidity of the economy will set the stage for further declines 
in the value of money in the future and reduce the stabilizing 
influence that monetary policy can have. Excessive monetary 
expansion would to that extent neutralize the monetary instrument 
as a means of moderating economic fluctuations in the future. 

If it were certain that we were headed for a severe and prolonged 
depression in Canada the neutralizing of monetary policy for the 
future might not matter so much, but I believe there are few who 
see our economic future in terms so bleak, and I am certainly not 
one of them. Just as there was a marked tendency to be over- 
optimistic about the future during the recent boom so there is at 
the present time a tendency to be over-pessimistic. I believe we 
can assume with confidence that by and large the western world 
will so manage its affairs as to provide a favourable climate for 
economic development, and I am a confirmed optimist about 
Canada’s economic future. It will continue to be the objective 
of the central bank to do everything possible within its field to help 
Canada’s great potential to be fully realized. 
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Monetary and Banking Developments 

Monetary policy changed as the economic boom levelled off in 
the second half of 1957 and action was taken by the central bank 
to accelerate the rate of increase in the money supply. In the 
period from July 31, 1957 to December 31, 1957 the chartered 
banks were able to expand TOTAL CURRENCY AND CHARTERED BANK 
their total assets by $483 mil- Millions of Dollars vi chede hte Millions of Dollars 
lion and the total of currency ‘250 
in circulation and bank de- 
posits increased by $486 mil- 
lion. 

Initially the cash reserve 
position of the chartered 
banks was eased through the 
purchase of Government ji999 
securities in the market by 
the Bank of Canada. The 
chartered banks then began rs 
to build up their holdings of 
day-to-day loans and treasury bills together with their other 
relatively liquid assets, chiefly call loans, net foreign assets and 
Government bonds. From July 31, 1957 to December 31, 1957 
their holdings of cash, day-to-day loans and treasury bills rose by 
$211 million, call loans by $20 million, net foreign assets by $77 
million and Government bonds by $130 million. The total of all 
of these relatively liquid assets increased by $438 million and by 
February 19th, 1958 the increase was $577 million. For each of the 
months since August the ratio of liquid assets (cash, day-to-day 
loans and treasury bills) to deposit liabilities was more than 17 per 
cent. At this level the chartered banks’ liquid assets were more 
than $200 million in excess of what was needed for the 15 per cent 
ratio which they observe by agreement as a minimum on a monthly 
averaging basis. [he substantial increase in the liquidity of the 
chartered banks and the growth in their assets following relative 
stability earlier in the year is shown in the charts at the top of the 
_ facing page. 
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In the latter part of the year the growth in the chartered banks’ 
resources was such that they could have increased their loans 
considerably without disposing of other assets if sufficient credit- 
worthy demand for accommodation had been present, but since 
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Chartered Banks: Changes in Major Assets and Deposit Liabilities 





(month-end figures—millions of dollars) 





Changes(1) 
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Personal savings deposits . 6,248 374 241 84 6 
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Total deposits (before 
deduction of float) . 11,407 314 244 457 LG? 





To make the statistics for the different periods in this table comparable certain approximate 
adjustments have been made in calculating changes in loans, investments and deposits. The 1956 
figures have been adjusted for the reclassification of foreign currency loans from Canadian loans 
to net foreign assets which was made in the returns of the banks to the Department of Finance. 
The 1957 changes in assets have been adjusted approximately for the change in inner reserves 
consequent upon the change in the method of valuing Government and provincial securities 
required in the returns of the banks to the Department of Finance. The 1957 figures for personal 
savings deposits and “‘all other’ deposits have been adjusted for the reclassification at September 
30, 1957 of approximately $140 million of institutional and personal business accounts from 
personal savings deposits to other notice deposits in the returns of the banks to the Department of 
Finance. No adjustment has been made for the reclassification of certain personal savings deposits 
following the introduction of “personal chequing”’ accounts in mid-1957. 


Total foreign currency assets less total foreign currency liabilities. Excludes foreign currency 
securities issued by Canadian borrowers. 
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October the trend of bank loans, in total, after allowance for 
seasonal changes, has been if anything downward. Changes in the 
major assets and liabilities of the chartered banks and in the money 
supply are shown in the charts on page 24 and the tables on the 
facing page and below. 


Currency and Chartered Bank Deposits 
(month-end figures—millions of dollars) 


Changes 
oats Calendar Year July 31 to Dec. 31 
e 9 ES NS SD 
1957 1956 1957 1956 1957 
Currency outside banks 
(notes and coin)... 1,667 55 62 44 46 
Deposits held by the general 
public (other than personal 
savings deposits)()(2) Septet, —117 5 — 88 159 
Government deposits : 423 —271 LE —33 219 
Personal savings deposits“) 6,248 374 241 84 6 
Total currency and chartered 
bank deposits) .  . 11,923 41 485 7 436 


(1) Less total float. 


(2) The 1957 figures for personal savings deposits and ‘‘all other’ deposits have been adjusted for the 
reclassification at September 30, 1957 of approximately $140 million of institutional and personal 
business accounts from personal savings deposits to other notice deposits in the returns of the 
banks to the Department of Finance. No adjustment has been made for the reclassification of 
Sepa savings deposits following the introduction of ‘‘personal chequing’’ accounts in 
mid- A 


PERSONAL SAVINGS DEPOSITS* 
Millions of Dollars Millions of Dollars 
6800 WEDNESDAYS 6800 











6200 §200 
5600 5600 
5000 5000 
4400 4409 


MAR. JUNE SEPT. CEC. 
*See footnote 2 above. 
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In the early months of 1957 the chartered banks had virtually 
withdrawn from the field of insured residential mortgage lending, 
after having approved loans on 16,000 units in 195 6, 34,000 units 
in 1955 and 17,000 units in 1954. Their mortgage disbursements 
continued in considerable volume on loans which had been approved 
earlier, but their new approvals in the first quarter of 1957 covered 
only 400 units, representing a decline of 86 per cent from the level 
of their approvals in the first quarter of 1956. 

In discussing this situation with the chartered banks I expressed 
the view that they should maintain continuity in mortgage lending 
as an important field of investment for savings entrusted to them. 
At a meeting in March the banks agreed to resume Operations in 
this field on much the same scale as in 195 6, the objective being new 
housing loans in 1957 in a total amount of not less than $150 million, 
involving approximately 15,000 units; the Bank of Canada indicated 
that the total resources of the banks as a group could be expected 
to increase during 1957 by an amount at least great enough to take 
care of their disbursements on mortgage loans in that year, so that 
it would not be necessary for the banks to dispose of other assets 
in order to maintain a flow of funds for insured housing loans. In 
the event, the banks approved 15,700 mortgage loans during 1957 
valued at $173 million and their net mortgage disbursements, after 
sales of $41 million and repayments of about $10 million, amounted 
to $93 million, while their savings deposits increased by $241 million 
and their total resources increased by $504 million over the calendar 
year. 

In 1957 the chartered banks did not increase their holdings of 
corporate securities. Their unavailed-of commitments to make 
term loans and to purchase corporate securities, which had been 
more than $400 million late in 1955 and more than $200 million 
at the end of 1956, declined to $50 million at the end of 1957. This 
reflects the results of the 1955 agreement to cease making large 
term loans which, it will be recalled, applied only to loans to business 
corporations, in amounts exceeding $250,000 where the time of 
repayment is deferred beyond that of ordinary loans and to the 
equivalent kind of securities transactions, i.e. the purchase of a 
security from a_ business corporation in an amount exceeding 
$250,000 which was negotiated directly with the customer, as 
distinct from buying a publicly issued security in the market. 

In February, 1958, the term-loan agreement was reviewed with 
the chartered banks and the maximum raised from $250,000 to 
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$1,000,000. At the same time the banks removed the limitations 
on lines of credit to instalment finance companies which had been 
put into effect in 1955 and 1956. 

Central bank advances to the chartered and savings banks were 
less important in 1957 than in 1956. Advances were outstanding 
on 59 days compared with 105 days in 1956; the maximum out- 
standing on any one day was $30 million. The Bank of Canada 
held securities purchased from money market dealers under resale 
agreements on 103 days during the year, against 62 days in 1956. 
The maximum outstanding on any one day was $59 million. Bank 
Rate, the minimum rate at which the Bank makes advances and 
provides funds to money market dealers through purchase and 
resale agreements, rose from 3.92 per cent at the end of 1956 to a 
high of 4.33 per cent in August and then declined to 3.87 per cent 
at year-end, and to 3.11 per cent by the date of this report. It has 
continued to be set each week at 4 of 1 per cent above the average 
tender rate on treasury bills. 

A change in technical procedure was made in December, 1957, 
which may be of interest to monetary analysts. In past years the 
Bank purchased each December in the market a large volume of 
Government securities in order to offset the restrictive effect on 
the cash reserves of the chartered banks of the sharp pre-Christmas 
rise in the amount of Bank of Canada notes in circulation. In 
order to reduce the magnitude of the seasonal fluctuation in its 
security transactions, in 1957 the Bank paid over its profits to the 
Government in instalments during the month of December; these 
payments, when transferred to the Government’s accounts with the 
chartered banks, had the same effect on total cash reserves as Bank 
purchases of securities. 

Changes in technical procedure were made during 1957 in 
connection with the method of effecting settlements between the 
Bank of Canada and the chartered banks. A new system was also 
established for making settlement for Government revenue and 
expenditure items at all Bank of Canada agency points rather than 
solely at Ottawa as previously. ‘These changes provided the banks 
with additional time, and a more accurate statistical basis, for deter- 
mining their action to adjust their reserve positions through ope- 
rations in day-to-day loans or security transactions in the market. 
The use of Bank of Canada (same day) funds has now been elimi- 
nated except in relation to deposits or withdrawals of currency and 
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the making or repayment of advances. All other transactions are 
now settled in clearing house (next day) funds. 

Reference should also be made to one other matter of a technical 
nature, namely, the interpretation of statistical information on the 
cash reserves and cash reserve ratios of the chartered banks. These 
statistics, taken by themselves, do not provide any indication of 
the ease or tightness of monetary conditions. Regardless of mone- 
tary conditions, the chartered banks must maintain average cash 
reserves equal to at least the statutory minimum requirement, and 
the important consideration is not so much the actual level of 
average cash reserves or cash ratio as the variations effected in other 
assets, particularly their more liquid assets, in order to meet the 
minimum requirements. 

As an illustration of other difficulties in interpreting cash reserve 
data, it may be noted that monetary conditions were easing in 
December, 1957 and the total assets of the chartered banks were 
rising, averaging $295 million above December, 1956, yet average 
cash reserves were $11 million lower than in December, 1956. This 
comparison shows that cash reserves and total assets may not move 
evenly together. One reason is that the difference between the 
minimum requirement and actual reserves may vary considerably; 
in December, 1956 cash reserves averaged $34 million above the 
minimum whereas in December, 1957, even though moneta 
conditions were much easier, this difference was only $20 million. 
Another reason is that changes in the minimum cash reserve require- 
ment lag behind changes in the total deposits (and assets) of the 
chartered banks because the deposit liabilities on which the mini- 
mum requirement is based are calculated not on a current basis but 
(in accordance with the Bank Act) as the average of the four 
consecutive Wednesdays ending with the second last Wednesday 
in the preceding month. Thus, the rise in deposit liabilities on the 
statutory basis from December, 1956 to December, 1957 was only 
$32 million while actual deposit liabilities rose by $262 million (on 
a monthly average basis) and total assets by $295 million. 


Interest Rates. Reflecting the general easing in monetary con- 
ditions, market interest rates began to fall in August and have 
declined substantially since then. The table and chart on the facing 
page and the chart on page 32 show the trend of interest rates 
during the past year. 
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Interest Rates 
(per cent per annum) 


Dec. 31 


Day-to-day bank loans (closing rate) 
Three-month treasury bills™ . 


Chartered banks prime commercial 


loan rate 


Government bond yields“) 


one year . 
two year. 
five year. 
ten year. 


twenty year . 


Other long-term bond yields‘ 


10 provincials 
10 municipals 
10 industrials 


Savings Deposits 
Chartered banks . 


Trust companies (typical rate) . 
Trust company investment 


certificates (1 year) . 


(1) Average rate of successful bids at most recent tender. 
(4) Yields on theoretical bonds. 


February 17, 1958. 


1956 


5) 
3.67 


4-416 


High 
1957 
4¥6 

4.08 


294 
314 


414-5 


Limited: figures for February 14, 1958 are Bank of Canada estimates. 


Dec. 31 
1957 


34 
3.62 


514 


atid) 
3.85 
3.91 
3.10 
3.18 


4.60 
5.12 
5.04 


234 
314 


4-5 
(2) As at February 28, 1958. 
(5S) Source: McLeod, Young, Weir & Company 
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CALLABLE ISSUES AT FINAL MATURITY 
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*Free-hand theoretical yield curves which take into account certain qualitative differences in outstanding issues. 
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GOVERNMENT SECURITY YIELDS 
Pes Cent . CANADA AND UNITED STATES Per Cent 


CANADA 


\ 23/4 % JUNE 15, 1967-68 


U.S.A. 
2Ve % DEC. 15, 1963-68 | 


CANADA 
3% % OCT. 1, 1979 





JAN. MAR. JUNE SEPT. DEC. JAN. MAR. 
1957 1958 


1. Average rate at weekly tender. 
2. Based on Wednesday closing bid prices. 
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Consumer Credit. In 1957 the net increase in credit extended 
to consumers by finance companies and retail dealers amounted to 
$66 million compared to $281 million in 1956. Of this increase in 
credit in 1957, $26 million was supplied by instalment finance com- 
panies, $12 million by small loan companies, $19 million by depart- 
ment stores and $9 million by other retail dealers. Except for home 
improvement loans which continued to rise, chartered bank personal 
loans declined over the year. 


Finance Company and Retail Dealer Credit Extended to Consumers 


(Balances outstanding in millions of dollars) Total 
Finance 
Instalment Small Depart- Other Companies 
Finance Loan ment Retail and Retail 
Companies Companies Stores Dealers Dealers 
1958—Dec. 31 516 176 167 457 1,316 
1954—Dec. 31 492 ZL 186 499 1,392 
1955—Dec. 31 599 279 Zab 024 1,629 
1956—Mar. 31 596 297 200 492 1,585 
June 30 703 326 206 500 yf iSt 
Sept. 30 775 340 210 016 1,841 
Dec. 31 756 356 244 504 1,910 
1957—Mar. 31 736 348 214 518 1,816 
June 30 796 306 22h 528 1,901 
Sept. 30 821 357 221 539 1,938 
Dec. 31 782 368 263 563 1,976 


Selected Loans Extended Mainly to Individuals for Non-Business 
Purposes by Certain Financial Institutions 
(Balances outstanding in millions of dollars) 


Chartered Banks Personal Loans Life 
Fully Secured Home Im- Quebec Insurance 
by Marketable provement Savings Companies’ Credit 
Bonds & Stocks Loans Other Banks Policy Loans Unions 
1953—Dec. 31 269 — 308 8 225 129 
1954—Dec. 31 Zoo = O02 7 240 151 
1955—Dec. 31 339 24 44] 8 250 174 
1956—Mar. 31 363 26 443 9 253 a 
June 30 368 ol 455 8 260 a 
Sept. 30 343 36 444 9 266 (2) 
Dec. 31 313 38 435 Br 270 219 
1957—Mar. 31 290 39 416 14 277 ” 
June 30 293 Al 428 pge 283 (2) 
Sept. 30 282 46 420 11 289 @) 
Dec. 31 JASE § 48 421 1S 292 (2) 


(1) Preliminary estimates. (2) Not available. 
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Instalment Finance Companies. The net amount of credit pro- 
vided by instalment finance companies for retail financing rose by 
$24 million in 1957 compared to $244 million in 1956. The total 
amount of retail paper purchased in 1957 was less than the previous 
year by $73 million or 6 per cent while repayments increased by 
$147 million or 15 per cent. “The net increase in credit outstanding 
on consumers’ goods in 1957 amounted to $26 million compared 
to an increase of $157 million in 1956, while there was a net decline 
of $2 million in the amount of retail credit provided for financing 
commercial and industrial goods compared to an increase of $87 
million in 1956. 


There was an increase of $25 million in credit outstanding in 
wholesale financing so that the total outstanding amount of credit 
from instalment finance companies increased by $49 million. Funds 
were obtained by these companies through the sale of $75 million 


INSTALMENT FINANCE COMPANIES 


RETAIL PAPER PURCHASED ESTIMATED RETAIL REPAYMENTS 
Millions of Dollars Millions of Dollars Millions of Dollars Millions of Dollars 
QUARTERLY 450 








RETAIL BALANCES OUTSTANDING RETAIL AND WHOLESALE BALANCES 
Millions of Dollars Millions of Dollars Millions of Dollars Millions of Dollars 
0 : 0 1450 








or 
-_ 


1050 





850 850 


(net) of bonds and stocks and an increase of about $50 million in 
the total amount of short-term notes outstanding while their bank 
loans were reduced substantially. 


Securities Market. The total amount of Government direct and 
guaranteed securities outstanding declined by $69 million in 1957 
as compared with a reduction of $766 million in 1956. The out- 
standing treasury bill issue increased by $50 million and Canada 
Savings Bonds by $108 million while the total of other issues 
declined by $227 million during 1957. 

Changes in the distribution of Government securities by types 
of issue and by categories of holders are shown in the charts below 
and the table on page 36. The chartered banks were net sellers of 
Government securities until August 1957 but from that month on 
they were net buyers. Life insurance companies continued to be 
net sellers of Government securities throughout the year but on 
a smaller scale than in 1956 and the reduction in non-resident hold- 
ings was somewhat less than in the previous year. 


DISTRIBUTION OF HOLDINGS OF CLASSIFICATION OF GOVERNMENT 
GOVERNMENT DIRECT AND DIRECT AND GUARANTEED 
GUARANTEED SECURITIES SECURITIES OUTSTANDING 


Millions of Dollars Par Value Millions of Dollars Millions of Dollars Par Value Millions of Dollars 
15600 156007 WEDNESDAYS ip to Sl eas 








15600 WEDNESDAYS 


















































TOTAL =| 
15000 — 15000 
aera 11200 
OTHER MARKET ISSUES eal 
10600)- ae 
NON-MARKET ISSUES 
2400 —| 2400 
1800 ——— TREASURY BILLS 11800 
ee ee 
i 
1000 BOO Sere Ee ae a ee Le eae | ean OOK 
MAR JUNE SEPT. DEC MAR. MAR. JUNE SEPT. DEC. MAR 
1957 1958 1957 1958 


*Includes investment dealers. 


The total amount of new money obtained in the bond market 
by provinces, municipalities, corporations and institutions continued 
to rise in 1957, reaching a peak in the second quarter. New borrow- 
ings by provinces and municipalities also increased in the second 
half of the year but new issues by corporations declined. For the 
year as a whole provinces, municipalities, corporations and institu- 
tions obtained $1,708 million of new money in the bond market 
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Distribution of Holdings of Government Direct and Guaranteed 
Securities 


(par values—millions of dollars) 











As at 
Dec. 31, 
1957 
Bank of Canada 
Lreasunyabille. J. iis 469 
Treasury notes : = 
Other market issues. 1,994 
Total . : : : 2,463 
Chartered Banks (est.) 
‘reastny Dis Aa oo is 808 
Other market issues . 1,835 
Otel ease oka a ee 2,643 
Government Accounts 
Unemployment Ins. Fund 
Treasury bills . : ; 57 
Other market issues. 818 
Tota ieee enced at 875 
Securities Investment Account 
Treasury bills . : : = 
Other market issues : = 
‘otal; o. : : : = 
Other Government Accounts 
Treasury bills. . . 2 
Other market issues. 490 
(tote Gl iy GA aa 492 
General Public() 
Treasury bills . : : 289 
Other market issues. 5,754 


Total market issues . 6,043 
of which — 





non-residents®) . : 531 
life insurance cos. ‘) (3) 537 
all other holders) @) . 4,975 
Canada Savings Bonds . 2,649 
PEOESIAM Garo aha 8,692 
Total Outstanding 
‘Preasury pills.) ho 1,625 
Treasury notes ‘ = 
Other market issues. 10,891 
Canada Savings Bonds . 2,649 
Totes eae. 15,165 








(1) Residual. Includes investment dealers. 
(2) Preliminary estimates. 
(3) Holdings in respect of Canadian operations. 
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Increase or Decrease 
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1957 1956 
3Q 4Q Total Total 
—92 39 -—38 243 

- ~ — —§500 

93 iy 75 267 

1 51 37 10 

131 +110 65 315 
24 116 44 —913 
107 \6 109 —598 
6 ay 26 — 

21 -—57 —75 41 
24 —6 —49 41 

= —~ —160 —40 

— — —160 —40 
—§ —3 —7 a 

1 —5 65 23 

—7 —§ 58 26 
—7 —7 4 —211 
—159 —68 —176 —102 
—166 —75 —172 —313 
—18 8 —53 —63 
—7 —27 —64 —184 
—141 -—56 -—55 —66 
a 102 436 108 108 
—268 361 —64 —205 
30 —30 50 =. 350 

— — — —500 
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as compared with $1,564 million in 1956. Increased amounts were 
obtained from both the Canadian and New York markets. Muni- 
cipalities raised more new money than in 1956; the provinces had 
a larger gross amount of new issues but retirements were also higher 
so that the amount of new money obtained was somewhat lower 
than in the previous year. Corporations raised more new money 
in 1957 than in 1956 through bond issues, while new stock issues 
declined from $688 million to $500 million. Details are shown in 
the table on page 37 and the chart on page 38. 

An industrial classification of the new money obtained by 
corporations through the sale of bonds and stocks appears in the 
table below. 


Net New Issues of Corporate Bonds and Stocks 
Industrial Classification” 


(millions of dollars) 
1955 19861957 
Uranium mines RUA eee! ci aie) want tebe his 68 123 63 
Other mining and mine products. . . . aa 2k 200 
Petroleum and products Sepia cll acct leuap Ee 164 201 176 
Wood paper and products os!) sl ja) eee ROW Ly 46 
Other manufactured products . . . . 33 76 44 
PIGS eeie se eae Ale leet hiieed Were B), cea dune 9 137 266 
elephones, = o,feic waa 0. ae Beet, tet Lee 80 145 162 
Oermiclitios uct t sc bee Mugu ee: Tee Me 280? 94 289 
WRETCHANUICETS:o 00 heen “oy I) ton tle ae eee 53 58 30 
Instalment finance and small loan companies . 26 160 fee 
Other finance, insurance and realestate . . 107 148 107 
Cte mae lee. packs at Ase eet tyre Nitec) rellebic 19 22, 2 
te aR eres ee, er mm Oe yet CLS 1,460 




















(1) Does not include issues guaranteed by provincial governments (e.g. issues of provincial hydro 
commissions which amounted to $120 million in 1955, $261 millionin 1956 and $304 millionin 1957). 


Public Debt Operations. The details of new issues and retire- 
ments of Government bonds in 1957 are summarized in the table 
on page 40. 

In the summer of 1957 two issues were retired out of cash 
resources: the 24 per cent issue of $150 million which matured 
on June 15th and the 44 per cent Government-guaranteed CNR 
issue of $64 million, payable optionally in Canadian or United 
States currencies, which matured on July Ist. 

Two large refunding operations took place during the second 
half of the year. On September 12th a short-term issue of $700 
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million 3 per cent Government bonds dated October Ist was sold. 
This issue consisted of $400 million 1-year bonds due October Ist, 
1958 and $300 million 2-year bonds due October Ist, 1959. The 
proceeds were used for the redemption of $700 million 2 per cent 
bonds maturing on October Ist. 

On November 28th a second short-term issue of 3 per cent 
Government bonds was sold. ‘This issue, dated December 15th, 
consisted of two maturities, one offered for cash and one for 
conversion only. ‘The proceeds of the first, sold for cash subscrip- 
tions in the amount of $250 million 1 year 93 month bonds due 
October Ist, 1959, were used for redemption of the same amount 
of 24 per cent bonds maturing December 15th. “The second part 
of this issue amounted to $400 million 3-year bonds due December 
15th, 1960 and was sold in partial conversion of the Government 
2 per cent and 3 per cent bonds due May Ist, 1958. ‘This con- 
version operation reduced the amount of bonds due May Ist, 1958 
from $1,000 million to $600 million. 

The Twelfth Series of Canada Savings Bonds went on sale in 
October. The first two coupons on these bonds were for 34 
per cent and the remaining eleven coupons for 4% per cent, 
providing an average yield of 4.46 per cent per annum if held to 
maturity. At December 31st, when the issue was withdrawn, 
total sales amounted to $1,216 million as compared with $818 
million of the Eleventh Series at the end of 1956. Payroll sales 
were $217 million, $3 million more than in the previous year. The 
Second Series of Canada Savings Bonds, dated November Ist, 1947, 
matured on November Ist, 1957. “Total redemptions and matur- 
ities of all series during the year amounted to $1,145 million. The 
net increase in Canada Savings Bonds outstanding during the year 
was $108 million, bringing the total outstanding at the end of 
1957 to $2,649 million or 174 per cent of the total direct and 
guaranteed funded debt. 


International Capital Account. In 1957 the main features of 
Canada’s international payments account were, as in the previous 
year, a very large deficit on current account and a substantial inflow 
of long-term capital. Both the current account deficit and the 
inflow of long-term capital rose in the first half of the year and both 
declined in the second. This type of offsetting movement of the 
current account deficit and the inflow of long-term capital has 
been a recurrent feature in recent years and reflects their connec- 
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tion with the level of domestic economic activity, particularly in 
the investment sector. These offsetting movements are illustrated 
in the chart on the facing page. 

Total exports of goods and services in 1957 remained at about 
the same level as in 1956. Imports of goods and services were 
considerably higher in the first half of 1957 than in the same period 
of 1956 but declined in the second half. The current account 
deficit therefore followed a similar trend and for the year as a 
whole totalled $1,383 million, about the same as in 1956. These 
developments are shown in charts on pages 4 and 13. 


The volume of foreign direct investment in Canada in 1957 
continued at a very high level, though somewhat lower than in 
1956. As in the previous year a large proportion of the inflow 
of funds went to the development of the petroleum and gas 
industry, mining and other primary resources. Direct investment 
abroad by Canadians dropped from $110 million in 1956 to $55 
million in 1957. 

International trade in outstanding Canadian debtor bonds pro- 
duced an outflow of capital in 1957 in contrast to the inflow of 
1956. Net sales of outstanding Canadian common and preferred 
stocks to overseas countries, particularly the United Kingdom, 
were higher than in 1956 but there was a very sharp reduction in 
net sales to the United States with the result that the total of net 
sales of corporate stocks to all countries was somewhat lower. 


Details of the international capital account appear in the chart 
on the facing page and the table on page 44. 


The value of the United 
States dollar in Canadian 
funds declined from Be 


$.95 31/32 at the end of 1956 
to $.94 7/32 in August and 


OFFICIAL HOLDINGS OF GOLD AND 
U.S. DOLLARS, AND EXCHANGE RATE 


Millions of U.S. Dollars Millions of U.S. Dollars 
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then rose, closing the year at 
$.98 13/32. Canada’s official 
holdings of gold and USS. 
dollars declined from $1,936.2 
million (U.S.) at the end of 
1956 to $1,828.3 million 
CUS at thesend: of 71957. 
Changes through the year are 


shown in the chart. 
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Notes in Circulation. The total amount of Bank of Canada 
notes outstanding increased by $35 million in 1957 as compared 
with an increase of $130 million in 1956. The distribution by 
denominations is shown in the table below. 


Bank of Canada Note Liabilities 
(as at December 81st—in thousands of dollars) 


Notes issued by the 









































BR 1950 1955 1956 1957 
ank of Canada scene oon ae ee 
Sieaaee | ae 50,273 65,491 70,270 72,589 

2 37,279 47,373 50,371 51,952 

5 111,731 130,981 138,004 189.839 

OL 429,886 499,587 528,741 528,575 

20ies. 346,060 493,655 555,755 582,163 

25 47 46 46 46 

50 103,485") 127,747) 184-381 W184 8038 

100 204,457 347,256 364,052 365,479 

500 160 63 58 51 

1,000 11,489 L201 Vocoo 14,661 
Potalen: A any Gains 1,350,117 1,724,850 1,854,912 1,890,159 
Dominion of Canada notes* 4,702 4,655 4,651 4,648 
Provincial notes* .  . 28 28 28 28 
Defunct banks’ notes*. 88 88 88 88 
Chartered banks’ notes* 12,487 9,370 9,025 8,799 


Total Bank of Canada 


Note Liabilities . 1,367,422 1,738,491 1,868,704 1,903,721 


Held by: 
Chartered banks 231,306 289,446 370,988 348,606 
Others. F 


1,136,116 1,449,045 1,497,766 1,555,115 


*These are note issues which are in the process of being retired and the liability for them has been taken 
over by the Bank of Canada from the original issuers. 





Profit and Loss. In 1957 the net earnings of the Bank amounted 
to $68,711,435 as compared with $47,272,179 in 1956. The increase 
was mainly due to a higher average yield on the Bank’s holdings of 
securities. The whole of the net earnings was paid to the Receiver 
General of Canada for credit of the Consolidated Revenue Fund. 


Statement of Assets and Liabilities. The changes in technical 
_ procedures referred to on page 29, particularly those relating to 
the settlement of Government revenue and expenditure items, are 
reflected in much larger figures under the headings “Cheques on 
other banks” and “Bank of Canada cheques outstanding” and in 
the new heading “Net balance of Government of Canada collec- 
tions and payments in process of settlement” in the statement of 
assets and liabilities which follows. 
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BANK OF CANADA e STATEM 


ASSETS 
1957 1956 
Foreign exchange 
Pounds sterling and U.S.A. 
dollars — at market value $ 63,505,125 $ 60,846,725 
Other currencies — at market 
value ‘ ; , 122,332 147,644 
$ 63,627,457 $ 60,994,369 
Cheques on other banks . $ 6552405251 9 7,091,024 


Accrued interest on investments $ 15,336,391 $ 14,626 .084 


Investments — at amortized values 
Treasury bills of Canada . $ 467,061,608 $ 505,227,889 
Other securities issued or guaran- 
teed by Canada Saas with- 
in two years . 779,151,604 519,737,931 
Other securities issued or guaran- 
teed by Canada not maturing 


within two years. 1,181,259,744 1,368,977 ,442 
Debentures issued by Industrial 

Development Bank ; 36,197,240 22,979,700 
Other securities : : 16,681,418 16,709 345 


$ 2,480,351,614 $ 2,433 ,632,307 


Industrial Development Bank 
Total share capital at cost $ 25,000,000 $ 25,000,000 


Bank premises 
Land, buildings and equipment — 


at cost less amounts written off $ 8,597,725 §$ 5,770,669 
Other assets F 2 $ 548,252 $ 581,047 


$ 2,658,707,676 $ 2,547,695,500 


J. E. Coyne, Governor E. FRICKER, Chief Accountant 
Ottawa, January 23, 1958. 


SSETS AND LIABILITIES 
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mparative figures at December 31, 1956) 


























CLARA LID TES 


Capital paid up 
Rest fund 
Notes in circulation 


Deposits 
Government ef Canada 
Chartered banks 
Other 


Liabilities payable in pounds 
sterling, U.S.A. dollars and 
other foreign currencies 
To Government of Canada 
To others 


Bank of Canada rc a 
outstanding 


Net balance of Government 
of Canada collections and 
payments in process of settle- 
ment : 


Other liabilities 


$ 
$ 


084,167,560 $ 581,458,718 


70,032,442 $ 62,174,596 


1957 
5,000,000 $ 
25,000,000 $ 


50,363,078 $ 
517,571,524 
31,232,958 


59,988,766 $ 
10,043 ,676 


53,170,067 $ 


15,132,271 
2,484,193 $ 


1956 


5,000,000 


25,000 ,000 
1,903,721,143 $ 1,868,703,781 


38,770,957 
511,496,366 
Sb Ol G0o 


53,386,335 
8,788,261 


3,144,394 


2,214,011 


$ 2,658,707,676 $ 2,547,695,500 


Auditors’ Report @ We have made an examination of the statement of assets and 


liabilities of the Bank of Canada as at December 31, 1957 and have received all the 
information and explanations we have required. We report that, in our opinion, it 
correctly sets forth the position of the Bank at December 31, 1957 according to the 
best of our information and as shown by the books of the Bank. 


G. A. ADAMSON, F.C.A., 
of Clarkson, Gordon & Co. 


MAURICE SAMSON, O.B.E., C.A., 
uf Chartre, Samson, Beauvais, Belair & Cie. 


PROFIT AND LOSS ACCOUNT 


FOR THE YEAR ENDED DECEMBER 31, 1957 


(with comparative figures for the year ended December 31, 1956) 


1957 1956 
Profit for the year. 4 : $68,711,435 $47,272,179 


Transfer of inner investment reserve $42 592,924 


Paid to the Receiver General of Canada for 


credit of the consolidated revenue fund $68,711,435 $89,865,103 
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“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of 
the nation, to control and protect the external value 
of the national monetary unit and to mitigate by 
its influence fluctuations in the general level of 
production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic and 
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financial welfare of the Dominion: Therefore, .. .’ 


—Preamble to the Bank of Canada Act 
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BANK OF CANADA 


February 28, 1959. 


The Hon. Donald M. Fleming, Q.C., 
Minister of Finance, 


Ottawa. 


Dear Sir, 


In accordance with the provisions of 
the Bank of Canada Act I am transmitting 
herewith my report for the year 1958, and 
a statement of the Bank’s accounts for this 
period which is signed and certified in the 
prescribed manner. 

Yours very truly, 
de eee Oa INES 


Governor. 
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BANK OF CANADA 


REPORT OF THE GOVERNOR 
1958 


Monetary and financial conditions underwent marked changes 
during the year 1958, more or less simultaneously with the change 
in the trend of economic developments. The recession in the 
North American economy which began in the third quarter of 
1957 appears to have reached its low point shortly after the end of 
the first quarter of 1958, and the beginning of the recovery is 
generally dated from April. Shortly after the last reduction in 
the discount rate of the Federal Reserve Banks in the United States 
interest rates began to rise and bond prices to fall, the peak of the 
Government bond market having apparently been reached about 
April 18th. In Canada the trend towards falling bond prices and 
rising interest rates could not be said to have been established until 
the last week of May, the delay being presumably due to the sub- 
stantial degree of monetary expansion that occurred in April and 
May in connection with the large Government bond offering dated 
May Ist. 


Both in Canada and in the United States the rise in interest rates 
was aggravated and accelerated by the development of what has 
been called an inflation psychosis, arising out of investors’ fears 
that large scale Government deficits and continued upward pres- 
sures on costs and prices even during a period of recession were 
significant omens of potential future inflation on a larger scale. 
For special reasons which are discussed in detail later, the increase 
in the money supply was much greater in Canada than in the 
United States, but in both countries this development was also 
taken in investment circles as holding an inflationary threat. 

I believe that these fears of inflation will prove to have been 
exaggerated, particularly if appropriate steps may be expected to 
be taken to overcome Government deficits, but undoubtedly the 
continuing rise in stock market prices and the continuing decline 
in bond market prices were influenced by such psychological 
factors and show how powerful an influence can be exercised by 
expectations. As will be seen, the successful conclusion of the 
Canada Conversion Loan of 1958 made possible a return thereafter 
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to non-bank financing of Government bond issues and a halting 
after early October of the monetary expansion which had been 
necessary up to that time. The degree of monetary expansion 
experienced prior to this date was substantially greater than would 
have been necessary or desirable for monetary and economic reasons 
alone, but was, I believe, justified and unavoidable in order that a 
strenuous and successful effort might be made to deal with serious 
problems affecting the financing of the Government’s cash deficit 
and the condition of the public debt. 


General Review 


In both Canada and the United States the downward trend in 
business activity ended by spring, and by the fourth quarter of 1958 
Gross National Product was above the previous peak by 4 per cent 
in Canada and by 2 per cent in the United States. After allowing 
for price increases the volume of output in that quarter in Canada 
was a little above the previous peak and in the United States was 
only slightly below the previous peak, and the trend of output in 
both countries at the end of 1958 was firmly upward. Movements 
in the Gross National Product in Canada and the United States, 
measured at current and at constant prices, are shown in chart 
form on page 17. 

Monetary conditions in Canada had eased considerably in the 
latter part of 1957. The money supply had expanded, the demand 
for credit on the part of both business and consumers had abated, 
and interest rates had declined rapidly. The chartered banks had 
experienced an easing of their cash position and, in the absence of 
sufficient demand for loan accommodation from credit-worthy 
borrowers, they had added to their holdings of short-term Govern- 
ment securities. 

During 1958 monetary conditions were dominated by large 
changes in both the demand for and the supply of loanable funds. 
On the demand side there emerged large borrowing requirements 
by the Government of Canada which far exceeded the small decline 
that occurred in the demand for funds by other borrowers. On 
the supply side there was a very substantial further expansion in 
currency and bank deposits. Notwithstanding the large increase 
in the money supply, bond yields rose appreciably over the year. 
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The easing of monetary conditions in Canada in the latter part 
of 1957 had been helpful in ensuring that the recession would not 
be aggravated or recovery impeded by a shortage of money or 
credit. Little further expansion would probably have been con- 
sidered appropriate in 1958 unless economic conditions had 
continued to deteriorate. As already mentioned, however, a sub- 
stantial further expansion did take place, with the result that by 
early October a sufficient degree of expansion of the money supply 
had taken place to make possible the financing not only of full 
recovery from the recession but of a considerable degree of renewed 
economic growth thereafter. Very large increases in both savings 
deposits and current deposits had occurred, the additional funds 
being held temporarily (one must suppose) uninvested by their 
owners. On the asset side of the banking picture, the chartered 
banks had for lack of any major increase in the demand for loans 
for the time being invested the very large increase in their total 
resources in short-term Government bonds. 

There were two periods of large-scale monetary expansion. The 
first took place at the time of the May 1st new issue of Government 
securities, when it appeared that a net increase in non-bank holdings 
could not be achieved. Details of this are given in a later part of 
this Report. The second and larger of these major increases in 
money supply took place in connection with the Conversion Loan, 
when the Bank of Canada stood prepared to make markets in all 
maturities of Government of Canada securities and, as events 
developed, became a substantial buyer of bonds on balance, such 
purchases being only partly offset by sales of treasury bills. It 
must be remembered that important and valuable benefits were 
achieved by the success of the Conversion Loan campaign through 
the lengthening of the term of the debt. The reform of the 
structure of the Government debt, and the contribution it made to 
improving conditions for the sale of future issues of Government 
bonds to non-bank investors, were important elements in monetary 
policy in the broadest sense and an essential anti-inflationary 
achievement. 

Ideally, it would have been desirable to have financed virtually 
all the increase in Government debt during the year by sales of 
appropriate securities to non-bank investors and thus held to a 
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minimum the degree of monetary expansion to be added to that 
which had already occurred in the latter part of 1957. In the 
circumstances, as already indicated, this was a most dificult goal 
to achieve. This became most apparent at the time of the May 
financing in Canada, when no increase in non-bank holdings was 
achieved, and of the June financing in the United States, when an 
early speculative demand proved short-lived and was succeeded by 
sharply falling prices and special intervention in the market by 
the Federal Reserve System. 


The problem was complicated by the development in 1958 of 
adverse expectations regarding bond prices. In both the United 
States and Canada the apparent paradox of continuing consumer 
price increases during recession, the size of government deficits 
and the degree of monetary expansion all contributed to concern 
about the dangers of inflationary trends in the future, and gave rise 
to expectations of lower bond prices and higher interest rates. 


As the weight of government borrowing programmes became 
fully apparent to the market, 
bond yields rose. Yields in- 
creased most in the markets 
for federal government bonds 
where the largest changes in 
the relative supply-demand 
situation took place. While 
the change in investors’ atti- 
tudes affected the terms on 
which they were willing to 
buy various types of securities, 
LL there was no general move- 
SS = 
\ CSS S ment out of bonds into other 
Up WH SSS kinds of investments. As illu- 
uae strated in the inset chart, the 
rise in the general public’s 
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than in any other year since 


In Canada, taking the year 1958 as a whole, the general public 
added to its holdings of Government of Canada securities on a 
relatively modest scale. Over the year the total of Government 
direct and guaranteed securities outstanding increased in round 
figures by $1,250 million, and the holdings of Government accounts 
declined by $110 million so that a total of $1,360 million of Govern- 
ment securities had to be placed. Of these, non-bank investors 
took $270 million, and the remainder—$1,090 million—was bought 
by the banking system, the Bank of Canada’s holdings increasing by 
$210 million and chartered banks’ holdings by $880 million. How- 
ever, these figures obscure important changes within the year. 
From early spring until early autumn, the general public sold 
Government securities on balance, but by the final months of the 
year conditions had changed and the general public was buying 
Government securities on a substantial scale. In the fourth quarter 
they increased their holdings of marketable issues by $510 million 
and provided the unusually large amount of over $500 million in 
new cash in the annual Canada Savings Bond campaign. (See table 
and charts on pages 54 and 55.) The total volume of currency 
and bank deposits, which between July 1957 and October 1958 
had risen by $12 billion or by 15 per cent, has shown little or no 
increase on balance since early October. (See table on page 43 
and charts on pages 44 and 45.) 

The upswing in economic activity in the United States and 
Canada may be expected, as on past occasions, to be accompanied 
by a substantial increase in private demands for borrowed funds. 
At some stage the competition for such funds may become acute, 
although the development of this kind of problem for borrowers 
would be reduced or delayed if the present concern of investors 
about the possibility of inflation were allayed, for they would then 
be more ready to invest money which they are at present holding 
uninvested in unusually large quantities. Even so, if recovery and 
growth proceed very strongly the demand for money to finance 
apparently desirable projects—both the desirability and the number 
of which multiply rapidly under such circumstances—may once 
again increase more rapidly than the supply of savings and of loan- 
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able funds. Under such conditions also the demand for capital and 
credit for speculative or non-productive purposes would increase 
and become a strong competitor for money. 


The experience of 1955-1957 is, I hope, fresh in our minds. In 
the conditions which were then experienced, and which may recur, 
many people feel that they do not have a fair opportunity to obtain 
access to capital and credit for what they regard as necessary and 
proper purposes. ‘The impression arises that some borrowers, 
particularly in the larger category, are able to do better than 
others and that there is undesirable discrimination and misdirection 
in the allocation of resources or in the ability to command resources. 
As I have emphasized many times in the past, monetary policy does 
not create these problems and can do little itself to alleviate them. 
The first job of monetary policy in such circumstances is to avoid 
adding by its own operations to the much greater problem of 
inflation. Secondly, if possible, it must reduce and restrain the 
forces making for inflation. 


There are some who hold the view that central banks should not 
in any way concern themselves with matters of credit allocation. 
In this view, in the period 1956-1957 the Bank of Canada went 
too far in the direction of endeavouring (not very successfully as 
it turned out) to encourage some degree of selective credit alloca- 
tion, even though voluntary and informal. Some have said that 
central banks should leave questions of credit distribution to be 
dealt with, or fail to be dealt with, in the market or by governments. 
In future periods of inflationary pressure it may be that financial 
markets will operate more effectively, or to the extent that market 
decisions are regarded as unacceptable governments may play a 
more active role in influencing the allocation of credit and resources. 


In any event it is vital to a successful policy of monetary stability 
that it should be widely understood that the Bank of Canada itself 
has no power to direct the chartered banks, to say nothing of other 
lenders or investors, in the making of their loans and investments, 
or to impose restrictions on some kinds of loans or investments in 
order that other kinds might be more freely made. Many ways 
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have been suggested by which, for example, access to funds could 
be equalized as between individuals or small businesses and large 
enterprises; by which some priority could be given to productive 
enterprises over speculative, and to the provision of capital for 
growth and expansion over too rapid expansion of credit for con- 
sumption; by which provinces and municipalities could be given a 
better position in the market for borrowed funds; by which the 
maintenance of an adequate flow of private funds into housing 
could be achieved without burdening governments with heavy 
expenditures in that field; by which certain sections of the country 
could be given special assistance to develop and industry encouraged 
to decentralize. Regardless of the desirability or feasibility of these 
measures, they are outside the powers of the Bank of Canada. The 
central bank must continue to emphasize its major and essential role 
of regulating the rate of change in overall monetary supply in such 
manner as is consistent with and, so far as monetary action can, will 
contribute to, sound and sustained economic growth under stable 
prices. 


Looking back over the course of developments in western coun- ~ 


tries during the past ten years or so, I cannot escape the conclusion 
that we could have achieved as great an increase in output and 
employment, and at the same time avoided many of the difficulties 
and hardships caused by inflation or fear of inflation, if govern- 
ments and central banks had given higher priority to maintaining 
the value of money. There were, of course, special circumstances 
which from time to time seemed to justify and indeed make 
necessary the course of action that was followed, but in retrospect 
the degree of resistance to the pressure of circumstances does not 
appear to have been as strong as one could wish. 


I believe that monetary policy must strengthen and re-affirm its 
determination to remain true to the basic principles of sound money. 
Perhaps the greatest obstacle to the proper use of monetary policy 
is the spread of the theory that democracies cannot have both high 
employment and stable prices, that they must inevitably choose 
between unemployment and inflation, that high employment can 
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only be achieved by the acceptance or even the deliberate creation 
of some degree of inflation. I am certain that these views are 
fundamentally wrong. The idea that readiness to create or tolerate 
inflation can make a useful contribution to the problem of main- 
taining a high and expanding level of employment and output, is in 
danger of becoming the great economic fallacy of the day. In the 
end, inflation creates more unemployment than it temporarily cures; 
it badly hurts many who have no way of protecting themselves 
against it; it discourages economic efficiency and lowers produc- 
tivity; it is the great destroyer of economic order and social stability. 
I do not suggest that the goals of sustained growth, high employment 
and stable prices can be achieved by wise and determined monetary 
action alone, but they can be seriously jeopardized by unwise or 
uncertain monetary action. Democratic society can surely work 
out ways and means of fostering sound economic growth, and of 
dealing satisfactorily with unemployment if it arises on a significant 
scale from time to time, without resorting to debasement of the 
currency. 

In a country like Canada, which is greatly influenced by con- 
ditions in foreign markets, it is of course impossible to insulate our 
economy entirely from the contagion of inflationary influences 
originating abroad. We can, however, by our own actions restrain 
inflationary factors of domestic origin and prevent them from 
getting out of control. If we fail in this, our costs of production 
will rise above those of other countries with which we trade or with 
which we compete in foreign markets, with serious consequences 
for everyone in Canada. We in Canada can also exert our efforts 
in the international field towards achieving conditions of durable 
economic growth and monetary stability throughout the world. 
It is encouraging that the year 1958 saw important steps towards 
more effective international co-operation in these matters. 


International Financial Developments 


Significant developments in international finance took place 
towards the end of 1958 when the United Kingdom and other 
countries of Western Europe made their currencies convertible 
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in the hands of non-residents. For the countries concerned, this 
step marks an advanced stage in the long transition from wartime 
exchange controls, involving inconvertibility and discrimination, 
to the normal exchange arrangements contemplated in the Agree- 
ment setting up the International Monetary Fund which provide 
that a country should be able to convert the proceeds of its exports 
to any part of the world to pay for its imports from any part of 
the world. 

The concerted move to convertibility is a welcome reflection 
of the extent to which the wartime distortions in international 
financial relationships have been overcome and of the considerable 
progress that has been made towards a balanced international finan- 
cial position. One illustration of this is the great change that has 
taken place in the international distribution of gold holdings and 
in the increase in foreign countries’ dollar reserves. United States 
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gold reserves have fallen in 5 of the past 10 years and at the end 
of 1958, at $20.6 billion, were nearly $4 billion lower than at the 
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end of 1948. During this decade the rest of the world (excluding 
the Sino-Soviet group) added approximately $8.5 billion to its gold 
reserves, bringing them to $19 billion, and added $10 billion to its 
U.S. dollar holdings, bringing them to $17.5 billion. 

Progress towards a better financial balance vis-a-vis the United 
States was particularly marked in 1958. In that year the gold 
reserves of the United States fell by $2.3 billion. In addition to 
the gold that accrued to the rest of the world through this outflow 
from the United States, other countries also increased their gold 
reserves as a result of Russian gold sales and new gold production. 
The net addition in 1958 to gold reserves of countries other than 
the United States and the Sino-Soviet group was in the neighbour- 
hood of $3 billion, and these countries also added approximately 
$1 billion to their United States dollar balances during the year. 


The sharp increase in the gold and dollar holdings of countries 
other than the United States during 1958 was the more remarkable 
in that it took place in a year in which the U.S. economy was 
operating well below capacity, and when, therefore, United States 
imports of goods and services might have been expected to decline 
markedly. In fact, imports into the United States were well main- 
tained, particularly imports of manufactured goods, while exports 
fell considerably from the abnormally high levels to which they 
had risen at the time of the Suez crisis. The United States con- 
tinued to run a surplus in its total trade in goods and services—as 
indeed it must if it is to contribute physical resources to the 
economic development of the rest of the world—but the surplus fell 
short of the capital made available by the United States to other 
countries by way of economic aid and other public and private 
exports of capital. 

Most of the reserve increases of 1958 accrued to the United 
Kingdom and Western Europe. Within this area the increases 
were fairly widely distributed. Official U.K. reserves rose from 
$2.3 billion to $3.1 billion in the course of 1958, and increases were 
also recorded by most other Western European countries, the 
amounts being particularly large for Italy, the Netherlands, Belgium 
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and Germany. Despite a further increase in the German current 
account surplus in 1958, the impact of the German position on other 
countries was eased as a result of a cessation of speculative short- 
term capital movements into Germany and increases in German 
exports of capital. Thus, while the German current account 
surplus rose from $1.8 billion in 1957 to $2.1 billion in 195 8, her 
gold and dollar holdings increased by only $400 million in 1958 
compared with nearly twice this amount in 1957. 


The ability of European countries to add to their gold and dollar 
holdings since the latter part of 1957 must be attributed in part to 
the internal measures of monetary and fiscal policy taken to deal 
with inflationary tendencies. These not only helped improve the 
current balance of payments, but also in some cases, such as sterling, 
restored confidence in the currency where it had previously been 
disturbed, and led to a reversal of earlier short-term capital outflows. 
Another factor of importance in the European position was the 
improvement in the terms of trade caused by the fall in prices of 
many imported primary products associated with the levelling off 
and decline in industrial output in Europe and North America. 
The other, and unfavourable, side of this development was the 
worsening in the payments position of many countries producing 
primary commodities, and therefore in their ability to buy from 
Furopean and other sources of supply. Fortunately, continued 
outflows of capital and economic aid from the important industrial 
countries to the less developed parts of the world and the substantial 
loans made by the International Bank and drawings on the Inter- 
national Monetary Fund cushioned the loss of export income of 
many primary producers and helped prevent any cumulative con- 
traction of world trade from developing. 


The growth of European reserves over the past decade reflects 
very real and substantial growth in the economic streneth of 
Western Europe. Recovery from the great destruction and dislo- 
cations of the war was, with large-scale financial assistance from the 
United States and Canada, unexpectedly rapid and complete. By 
1949 production had been restored to pre-war levels and since then, 
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with occasional pauses such as occurred in 1952 and 1958, output 
and productivity have increased with exceptional rapidity. Import- 
ant programmes of modernization and re-equipment of industry 
have been carried forward and have resulted in large additions to 
the stock of productive capital and in noteworthy improvements 
in efficiency. Within a comparatively brief span of years Euro- 
pean economies have been restored from a state of disorganization 
to working order. They have shown enterprise in making good 
use of the skilled labour and other assets available and they have 
become very formidable competitors in world markets. 

Confidence in the underlying economic strength of Western 
Europe and the material evidence of improving reserves were 
important factors encouraging and making possible the move to 
convertibility in 1958. No doubt another important factor was 
the action initiated in the latter half of 1958 looking to a substantial 
increase in the resources of the International Monetary Fund. 
When these proposals receive the necessary confirmation by legis- 
latures, the Fund’s gold and dollar resources (including Canadian 
dollars) will be increased by $2.5 billion and its resources of 
Western European convertible currencies by nearly $1.4 billion. 
These amounts will constitute an important supplement to national 
gold and exchange reserves in giving members of the Fund confi- 
dence that they will—granted appropriate domestic policies—be able 
to overcome temporary balance of payments difficulties without 
resorting to exchange or import restrictions. 

In a ja sense the decision to introduce convertibility is a 
further step in the process whereby the countries concerned have 
been moving away from excessive reliance on arbitrary direct 
controls over various phases of economic life and have been giving 
more scope to the operation of market forces. With the post-war 
dislocations overcome, it has been increasingly recognized that in 
the final analysis the external value of any currency depends on the 
way the country concerned manages its domestic affairs, rather 
than on exchange controls and import restrictions, and that there 
is a direct link between domestic economic, fiscal and monetary 
policies and the balance of international payments. 
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The action taken by Western European countries to make their 
currencies convertible in the hands of non-residents does not auto- 
matically open additional market opportunities for Canadian 
exports. ‘The limiting factors on Canadian exports have been the 
quantitative import restrictions maintained by the countries con- 
cerned (rather than the inconvertibility of their currencies) and 
the degree of competitiveness of Canadian prices. Nevertheless 
the action is of great significance. It is now clearly of no financial 
concern to Western European countries whether they buy from 
dollar or non-dollar sources since payments for their imports from 
all sources alike can be converted into other currencies, including 
dollars. There is in these circumstances no justification for dis- 
criminatory import restrictions, and it is reasonable to expect that 
convertibility in Europe should be followed by a rapid dismantling 
of existing controls against dollar goods. It is to be hoped that 
arrangements for regional economic co-operation in Europe will 
not interfere with this development. Some countries which had 
lagged behind in the removal of these controls have indeed already 
drawn the logical conclusions of convertibility and taken steps to 
remove special controls against imports from the dollar area. For 
example, France announced a substantial liberalization of her 
imports from the dollar area, as part of a comprehensive programme 
of financial reform which came into effect, along with the devalu- 
ation of the franc, at the time of the convertibility operation. 


With the disappearance of whatever justification there may have 
been in the past for discriminatory trade restrictions and the reduced 
justification for quantitative trade restrictions of any type, it is 
reasonable to look now for a renewed expansion of international 
trade. Such an expansion could be of great benefit to Canada, if 
Canadian producers are able and willing to supply at competitive 
_ prices goods which are in demand in foreign markets. 
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RECESSION AND RECOVERY IN THE UNITED STATES 


Comparison of Years 1957-59 with 1953-55 
Seasonally Adjusted 
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NEW ORDERS RECEIVED BY 
MANUFACTURERS OF DURABLE GOODS 
Billions of Dollars 
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Index 1947-49= 100 
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Economic Conditions 


During 1958 a pronounced improvement took place in the North 
American economic climate as the recession which began in the 
United States and Canada in 1957 proved to be neither so severe 
nor so prolonged as many had feared. From the third quarter of 


1957 to the first quarter of 
1958 total production of 
goods and services in the 
United States fell by more 
than 5 per cent in physical 
volume, and from August 
1957 to April 1958 industrial 
production fell by 13 per 
cent. A vigorous economic 
recovery began in that coun- 
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by most standards and some 
important indicators of economic activity stopped declining a little 
earlier than in the United States. Gross National Product at con- 
stant prices declined by less than 2 per cent, and industrial produc- 
tion fell by 7 per cent. Employment fell less in Canada after allow- 
ance for average seasonal movements but, because of the greater 
growth of the Canadian population and labour force, unemployment 
rose as much proportionately as in the United States. By the final 
quarter of the year Canadian output had reached a new high. 

In Canada as in the United States the principal features of the 
recession were a sharp inventory correction and the ending of the 
business capital investment boom. These developments occurred 
on about the same scale as in the United States, although in Canada 
external factors were the chief cause of the recession, particularly 
with respect to investment. The sharpest declines in investment 
outlays were in the field of export-oriented resource development. 
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RECENT ECONOMIC DEVELOPMENTS 


IN CANADA AND THE UNITED STATES 
Index 1955 = 100, Seasonally Adjusted 
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RECENT ECONOMIC DEVELOPMENTS 
IN CANADA AND THE UNITED STATES 
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When Canadian investment in plant, equipment and inventories 
slowed down, imports of capital goods and industrial materials 
declined sharply. Exports of most natural resource products were 
adversely affected by developments in production and consumption 
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outside the country, but there was a continuing increase in exports 
of uranium and larger exports of cattle, wheat, military aircraft 
and farm machinery. 

Housing activity began to rise in Canada early in 1957, abouta 
year earlier than in the United States, and was supported by 
Government-financed mortgage lending on a substantial scale start- 
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one per cent as a result of a sharp reduction in purchases of durable 
goods. The difference reflected the greater strength of personal 
disposable income in Canada stemming in part from the effect of 
the Government measures referred to above. An additional support 
to personal income in Canada during the early part of 1958 was the 
strength in farm cash income. 

The heavy liquidation of business inventories ceased by mid-year. 
The long downward movement in prices of internationally traded 
primary commodities also came to an end at about this time, and in 
the second half of the year United States demand for forest 
products, notably newsprint 
and lumber, strengthened. 
House-building continued 
strong and expenditures on 
goods and services by all levels 
of government continued to 
increase. Although the higher 
levels of personal income 
flowed largely into saving 
during the spring and summer 
months of 1958, thereafter 
retail sales rose very sharply 
and the automobile market 
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recovered strongly after the introduction of the 1959 models. A 
firm upward trend in corporate profits developed in the second 
half of the year, and by the end of the year the period of declining 
business capital investment appeared to be at or near its end. 

The recovery of business activity was accompanied by a sharp 
increase in merchandise imports in the latter part of the year. 
Exports in total were about the same in the second half as in the 
first half. The earlier contraction of the trade deficit was reversed. 
There was a further increase in the net debit balance on non- 
merchandise transactions in 1958. For the calendar year the over- 
all current account deficit was approximately $1,100 million, with 
the annual rate running considerably above this figure in the last 
six months or so. 


EXTERNAL TRADE AND PAYMENTS 
National Accounts Basis 
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During the winter of 1957-58 the seasonal contraction in employ- 
ment had been considerably more pronounced than usual but the 
ensuing spring and early summer pick-up was also relatively strong. 
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Thereafter employment followed the usual seasonal pattern until 
late in the year when the underlying trend firmed noticeably in 
response to rising demand and output. 

The labour force increased by 1.2 per cent in 1958 as compared 
with almost 4 per cent in 1957 and an average of about 2 per cent 
during the four preceding years. The lesser rate was due partly 
to the sharp decline in net immigration and partly to a reversal of 
the pronounced upward trend of preceding years in the labour 
force participation rate, that is, the proportion of the population 
of working age either working or looking for work. This was 
most evident in the spring and summer and occurred mainly among 
persons of school age, persons over 65 years of age, and also among 
younger married women where the participation rate had been 
rising rapidly in recent years. 


LABOUR SUPPLY AND EMPLOYMENT PERSONS WITHOUT JOBS AND SEEKING WORK 


Millions of Persons, Seasonally Adjusted* Thousands of Persons 
730 


S15 Oo, 
See eS 7 = 58 
OOO mori, 
————— | 95o— 56. 








PERSONS WITH JOBS 
Non-Farm Industries 





L . 
1958 {957 19538 (959 JULY OEC. JAN. JUNE 
*Seasonally adjusted by the Bank of Canada, 


The changes in the labour force and in employment gave rise to 
a greater than seasonal increase in unemployment during the winter 
of 1957-58. ‘Thereafter these factors roughly balanced out and 
changes in unemployment were mainly seasonal. For the year as 
a whole, the average number of persons estimated in the labour 
force survey as without jobs and seeking work was 6.7 per cent of 
the labour force, about the same as in the United States. 
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Monetary and Financial Developments 


Financial conditions in Canada during 1958 were dominated 
by the Government’s large borrowing requirements. ‘The first 
Government borrowing operation of the year was announced early 
in January, a $300 million issue of 23-year Government-guaranteed 
CNR bonds, yielding 4.20 per cent, for delivery on February 3rd. 
Distribution of the new issue involved initially a large increase in 
bank loans to security dealers, but this was worked off in the next 
two months. The bond market was strong and the Bank of Canada 
sold medium and long-term Government bonds during January 
and early February. In this period of the year the Bank normally 
reduces its total holdings of Government securities in order to 
neutralize the expansive effect upon chartered bank cash reserves 
of the large seasonal return flow of currency from circulation. 
Over the first quarter general public holdings of marketable Govern- 
ment securities increased by $89 million. Chartered bank holdings 
increased by $213 million and Bank of Canada holdings declined by 
$26 million. 

In April a Government issue of $950 million was offered, of 
which $600 million was to refund issues maturing on the delivery 
date of May Ist. The new issues were $200 million of 14-month 
bonds yielding 2.94 per cent, $400 million of 3-year bonds yielding 
3.35 per cent, $200 million of 12-year bonds yielding 3.71 per cent, 
and $150 million of 193-year bonds yielding 4.01 per cent. By this 
time market expectations were changing and the general public, 
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excluding investment dealers, did not add to its holdings of Govern- 
ment securities during the period in which the issue was marketed, 
the public’s purchases of the new bonds being offset by its sales of 
existing issues. The banks, which were in a strong cash and liquid 
asset position, bought substantial amounts of existing short and mid- 
term issues on trade-outs from the public, provided very large short- 
term loans to security dealers to finance inventories of securities 
following delivery of the new issues on May Ist, and also bought 
large amounts of the new issues for their own portfolios. This 
expansion of bank assets produced a very large increase in the 
money supply. ‘Total holdings of marketable Government securi- 
ties by the general public declined by nearly $100 million in the 
two months following the offering, although public holdings of 
long-term Governments increased moderately during this time. 
Over the same period, chartered banks’ holdings of Governments 
increased by nearly half a billion dollars. 

To summarize developments over the first half of the year, the 
total amount of Government direct and guaranteed marketable 
securities outstanding rose by $516 million and Government 
accounts reduced their holdings by $237 million (almost entirely 
accounted for by sales of the Unemployment Insurance Fund) so 
that a total of $753 million of Government securities had to be 
placed with the general public, the chartered banks, and the Bank 
of Canada. On balance, the general public did not absorb any of 
this net increase in the amount available. On the contrary, non- 
bank investors reduced their holdings of market issues by $45 
million (as well as redeeming $178 million of Canada Savings 
Bonds). Bank of Canada holdings increased by $107 million and 
chartered bank holdings of Government securities increased by 
$691 million. 

In this period chartered bank assets other than Government 
securities decreased by almost $300 million, the reduction occurring 
mainly in loans to investment dealers and in loans to finance Canada 
Savings Bonds, so that total bank assets rose by $392 million. Total 
currency and chartered bank deposits increased by $429 million, 
and with the Government reducing its deposits by $262 million, 
currency and chartered bank deposits held by the general public 
rose by $692 million. 
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The total amount of new money raised by provinces, municipali- 
ties and corporations through the sale of bonds in the Canadian 
market during the first half of 1958, at $639 million, was not far 
below the record level of $713 million in the same period of 1957. 
Including Government of Canada issues the new money raised in 
the Canadian bond market in the first half of 1958 was far greater 
than in any half year since the war. During the early months of 
the year long-term bond prices were relatively stable and the prices 
of short-term issues were rising but in May bond prices began to 
decline as they had in the United States in April, and the decline 
rapidly steepened in both countries in June. 


The marked weakness evident in both the Canadian and United 
States Government bond markets during June continued in early 
July. There were several major factors in this weakness. Particu- 
larly in the United States the view developed that the bottom of 
the recession had been passed, that as recovery set in there would 
be growing private demands for funds, and that consequently bond 
prices had seen their peak. An important factor in both countries, 
through its own weight and through its contribution to the general 
psychological atmosphere, was a growing awareness among dealers 
and investors of the size of prospective government deficits and 
overall borrowing requirements. The size of the increases in the 
money supply in Canada and the United States and the fact that 
prices generally continued to rise through the recession also aroused 
concern about the possibility of inflation. The United States 
Government bond market was particularly vulnerable to a rapid 
decline because earlier Treasury issues had gone to a substantial 
premium and as a result there were very large speculative purchases 
of a new issue early in June. The subsequent liquidation of these 
speculative holdings added seriously to the difficulties of the United 
States bond market which in turn influenced developments in the 
Canadian bond market. 

By early July, when the next Government of Canada new money 
financing had to be undertaken, market conditions had become 
extremely unfavourable for a public issue, and $400 million of 
5-month bonds were sold direetly to the chartered banks and the 
Bank of Canada on July 15th. The maturity date of December 
15th was set in the expectation that the issue could be redeemed 
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from the proceeds of the regular autumn issue of Canada Savings 
Bonds. At the same time the Government launched the major 
Conversion Loan campaign. It was designed to lengthen out the 
Government debt by selling long-term bonds to the public in 
exchange for short-term Victory Loan issues they already held, 
which could be done more readily than by selling long-term issues 
for cash. Another important objective was to remove uncertainty 
about the disposition of the bulk of the Government’s nearby 
maturities which had been adversely affecting all borrowers, and 
to enlarge the possibilities of future new money financing. In the 
two-month campaign over 90 per cent of the $6,416 million of 
eligible issues were converted, clearing away $900 million of bonds 
maturing in 1959, $1,100 million maturing in 1960 and a further 
substantial amount in the immediately succeeding years. More 
than $3,500 million of the Victory Loan maturities was shifted out 
to 1972 or 1983. The average maturity of the Government’s 
marketable securities outstanding was increased from 6 years and 
2 months to 10 years and 7 months in the period from July 15th 


CLASSIFICATION BY TERM TO MATURITY 
GOVT. OF CANADA DIRECT AND GUARANTEED MARKETABLE SECURITIES 


Billions of Dollars Years 
25 AS AT DECEMBER Sts 25 


AMOUNTS OUTSTANDING BY TERM TO MATURITY 


2 YAS. AND UNDER 

OVER 2 YRS. TO 5 YRS. 

OVER 5 YRS. TO t0 YRS. 

OVER 10 YRS. 20 


20 


AVERAGE TERM 
IN YEARS 








1938 39 40 41 42 43 44 45 46 47 48 49 50 St 52 53 54 55 S6& 57 58 


27 


to September 15th. The results of the Conversion, which was 
much the largest Government debt operation in Canadian history, 
are shown in the table below. 


Results of Conversion Loan) 
(par values in millions of dollars) 


Converted to: 


3% 3%% 4AM 44% 


Issues Eligible Dec. 1 Sept.1 Sept.1 Sept. 1 Residual 
for Conversion(?) 1961 1965 1972 1983 Unconverted Total 
3% Jan. 1, 1956-59 654 94 58 100 42 947 
3% June 1, 1957-60 366 447 2 133 46 1,165 
3% Feb. 1, 1959-62 = 726 238 298 54 1,316 
3% Oct. 1, 1959-63 = = 489 584 yas: 1,296 
3% Sept. 1, 1961-66 — = 410 1,037 245 1,692 
Total f ; POZO Ie ZO Tt aieaG sim 2.152 610 6,416 


(1) Possibly subject to minor revision when final reconciliations are complete. 

(2) The 1962 issue of Victory Bonds was not eligible for exchange into the shortest Conversion issue 
and 1963 and 1966 Victory Bonds were not eligible for conversion into either of the two shortest 
Conversion issues. 

In order to facilitate the maximum degree of conversion the Bank 
of Canada stood prepared to make markets in all maturities of 
Government securities during the Conversion Loan campaign, even 
if this should involve a substantial degree of monetary expansion. 
In the event, the Bank’s purchases turned out to be substantially 


greater than its sales including large net sales of treasury bills. 


The United States government securities market came under 
severe pressure on July 18th and this induced the Federal Reserve 
Open Market Committee temporarily to discard its “bills only” 
policy and provide some support to medium and long-term bond 
prices. ‘This intervention was short-lived, however, and a fairly 
rapid decline in prices set in, which continued with only temporary 
interruptions throughout the remainder of the Conversion Loan 
campaign. Beginning in mid-August the Federal Reserve Banks 
raised their discount rates. Market sentiment strongly reflected 
fears of future inflation which was a major factor in both the rise 
in the stock market and the fall in the bond market. 


By the end of July, the Canadian market was beginning to be 
influenced by the weakness in the U.S. market and the Bank of 
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Canada was a purchaser of Government bonds on balance during 
the remainder of the campaign on a substantial scale. The effect 
of these purchases in increasing chartered bank cash reserves was 
largely but not entirely offset by reductions in Bank of Canada 
holdings of treasury bills, most of which were absorbed by the 
banks, and total chartered bank assets and deposits increased to a 
marked degree. 

The reduction in short-term Government debt achieved by the 
Conversion Loan helped make it possible once more to increase 
sales of new Government bond issues to non-bank investors, par- 
ticularly in the short-term and mid-term area. On September 16th, 
the day after the Conversion campaign ended, a new $600 million 
Government issue was announced for delivery on October Ist, 
consisting of a 9-month issue yielding 2.77 per cent and an 18-month 
issue yielding 2.96 per cent; of the total amount $200 million was for 
new money. At the same time it was announced that the 1958 
series of Canada Savings Bonds would go on sale on October 14th 
and would yield an average of 4.19 per cent per annum if held to 
maturity. 

Shortly thereafter, in order to reduce the rate of increase in the 
money supply, the Bank of Canada began to lessen its participation 
in bond trading and by September 23rd only two issues, the two 
longer-term maturities of the Conversion Loan, were being pur- 
chased. In the latter half of September prices of most Government 
bond issues declined appreciably, adjusting in part to the major 
reduction in U.S. bond prices which had taken place during the 
preceding two months. 

To summarize developments during the third quarter, the total 
amount of marketable Government securities outstanding rose by 
$391 million and Government accounts increased their holdings 
by $92 million so that on balance some $300 million had to be 
placed. The Bank of Canada increased its holdings by $176 
_ million and the chartered banks increased their portfolios by $560 
million. The general public were net sellers to the extent of $436 
million. As against this decline in public holdings there was 
achieved a substantial lengthening in the average maturity of the 
public’s holdings of Government bonds, as shown in the table 
on page 30 which gives the data for each quarter of 1958. In 
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General Public Holdings of Government of Canada 


Direct and Guaranteed Securities 
(millions of dollars) 


Increase or Decrease (—) during: 





As at 1958 
Deca lites ea ee eS Se eae Year Year 
1958, 10) 20) Ogu a0 1988 | 1957 
Treasury bills atc 415 —850 _ 80 95 125 4 
Other market issues 
2yearsand under . 993 -—114 228 —891 528 — 249 135 
Over 2 & up to 5 years 413 —4 —397 —484 —42 —927 356 
Over 5 & up to 10 years 693 -—60 150 —1,821 —46 —1,277 — 643 
Over 10 years .. 3,009 317 —116 2,180 —26 2,000 — 32 
Total market issues . 6,073 89 —185 -—4386 509 28  —180 
(bonds & treasury bills) 
Canada Savings Bonds 2,895 -—93 —85 —84 508 246 108 
PL OLALeeas Tm ear etent 8,968 —4 —220 -—520 1,018 274 —73 
Average maturity of 13 yrs. +11 +2 +6 yrs. —lyr. +6 yrs. —6 
market issues held . 4 mos. mos. mos. 9mos. 6mos. 4mos.- mos. 


the three months ending September 30th, 1958, the increase in 
total currency and bank deposits was $669 million; excluding 
Government deposits, general public holdings of currency and 
bank deposits rose by $770 million. In the twelve months ending 
on the same date the increases were $1,421 million, or 12 per cent, 
and $1,494 million, or 13 per cent, respectively. The twelve- 
month increase in Government securities outstanding and not held 
by Government accounts had been $1,210 million so that more 
than the whole of the Government’s financing requirements over 
this twelve-month period had been met by monetary expansion. 

The $200 million net increase in the supply of outstanding 
marketable bonds which took place as a result of the delivery of 
the new Government issues on October Ist was nearly matched at 
that time by a rise in general public, 1.e., non-bank holdings, with 
perhaps half of the rise representing increased dealer holdings 
temporarily financed by loans from the banks. During October 
bond prices declined and Bank of Canada purchases of the two 
longer-term Conversion issues were on a sharply increasing scale. 
By substantially reducing its holdings of treasury bills and short- 
term bonds, the Bank of Canada was able to offset the expansionary 
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effect on chartered bank cash reserves of these purchases during 
October, but by the beginning of November the strong downward 
movement of other bond prices (and consequent increase in yields 
available to investors) had made it clear that the prices of the long- 
term Conversion issues could not be maintained at prevailing levels 
without a dangerous degree of monetary expansion and central 
bank purchases were discontinued. The prices of these issues 
declined, adjusting to the rest of the market, and bond prices 
generally continued to move downward until mid-December after 
which they rose moderately in the final weeks of the year. 

The Canada Savings Bond campaign in October and early 
November was highly successful. The amount outstanding 
increased by $508 million after allowing for redemptions of earlier 
issues during the fourth quarter. These funds were largely used 
on December 15th to pay off at maturity the $400 million special 
short-term banking issue sold in July. 

On December ist a new $400 million Government issue was 
announced, consisting of two maturities, a one-year bond dated 
December 15th yielding 3.77 per cent, and a four-year bond dated 
January Ist, 1959, yielding 4.34 per cent and giving the holder the 
option of redemption during the final two years of its term. In 
the allotment the one-year issue totalled $300 million and the four- 
year issue $100 million. ‘The prices of the new issues declined in 
the after-market but strengthened in the latter part of the month, 
and the bulk of these issues was gradually taken up by the public. 

As the foregoing indicates there was a marked reversal in the 
trend of the general public holdings of Government securities 
during the final quarter of 1958. Public holdings of marketable 
issues increased by $509 million and in addition, as noted above, 
they bought Canada Savings Bonds on an unusually large scale in 
the annual campaign. As the table on the facing page shows, the 
increase in public holdings of marketable securities was in short- 
term maturities; this was the area of the market in which new 
Government of Canada financing took place. The public has 
continued to add to its holdings of marketable Government securi- 
ties in the first two months of 1959, including some increase in 
middle and long-term maturities. (See table on page 54 and charts 
on page 55.) 
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The Government security holdings of the chartered banks and 
the Bank of Canada were reduced during the quarter by somewhat 
more than the amount involved in the retirement of the December 
15th maturity. Chartered bank assets other than Government 
securities, however, expanded on balance more than seasonally. 
Total currency and bank deposits increased by $225 million during 
the fourth quarter, all of the increase having taken place in early 
October. As a result of the increase in Government balances 
through the sale of new bond issues, the total amount of currency 
and chartered bank deposits held by the general public declined 
by $35 million during this period. (See tables on pages 36 and 43 
and charts on pages 38, 39, 44, 45.) 


Bank of Canada Operations. The substantial increases during 
1958 in the money supply and in chartered bank assets, including 
the large increase in chartered bank holdings of Government securi- 
ties, could not have occurred without a considerable expansion of 
the cash reserves of the chartered banks, which on the statutory 
daily average basis rose from $879 million in December 1957 to 
$1,013 million in December 1958, or by $134 million. This increase 
and a substantial rise in general public holdings of Bank of Canada 
notes over the same period were provided for by the Bank of 
Canada mainly through net purchases of Government securities 
of $194 million over the year. | 

Besides adding substantially to its total holdings of Government 
securities during the year, the Bank made a very large shift in its 
portfolio from short-term to long-term securities, mainly during 
the period of the Conversion Loan. This shift resulted from the 
exchange of all of its own holdings of Victory Loan issues for 
longer-term Conversion Loan issues, from market purchases of 
Conversion and other issues during and after the campaign, and 
from sales of other (short-term) Government bonds and treasury 
bills. Changes in the Bank’s portfolio, classified by term to 
maturity, are shown in the table on the facing page. 

The changes which occurred in the maturity distribution of the 
Bank’s holdings of Government securities during 1958 have not 
impaired its ability to operate a flexible monetary policy. In rela- 
tion to the possible scale of desired changes in the cash reserves of 
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Bank of Canada Holdings of Government of Canada 
Direct and Guaranteed Securities 
(millions of dollars—amortized value) 


Increase or Decrease (-) during: 
As at 1958 
Dec. 31, Ba PAA Oda Year 
1958 1Q 20 3Q 4Q 1958 


Treasury:bils. 2. 36 138 —110 —3800 -—34 —43l1 
Other market issues 
2yearsandunder. . 245 et 232 —775 —105 —5384 
Over 2 & up to 5 years . DoO2 —2 —294 2384 -—53 —115 
Over 5 & up to 10 years 462 —62 134 90 —-1l 161 
Over/10 years. 1,326 — 82 LGD y SOG te ote lees 
Bale MR Be Be 2,022 —18 128 165 —79 194 


the chartered banks the Bank of Canada still has an adequately 
diversified portfolio out of which to sell if it wishes to reduce bank 
cash, or to offset increases in bank cash resulting from seasonal 
return flows of currency from public circulation, and there is of 
course no limitation on its power to purchase Government securities 
in order to increase bank cash. 


In 1958 central bank advances were outstanding on 40 days as 
against 59 days in 1957; the maximum on any one day in 1958 was 
$26 million. The Bank of Canada held securities purchased from 
money market dealers under resale agreements on 50 days during 
the year as compared with 103 days in the previous year; the 
maximum outstanding on any one day was $50 million. The Bank 
Rate, which is the minimum rate at which the Bank makes advances 
and provides funds to money market dealers through purchase and 
resale agreements, was maintained at a level 4 of 1 per cent above 
the average rate of treasury bills at the most recent weekly tender; 
it was 3.87 per cent at the beginning of the year, reached a low of 
1.12 per cent on July 31st, and stood at 3.74 per cent at the close 
of the year. 

In 1958 the total amount of Bank of Canada notes outstanding 
increased by $94 million as compared with an increase of $35 million 
in 1957. The distribution by denomination is shown in the table 
on the following page. 
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Chartered Banks. The major Canadian and net foreign assets 
of the chartered banks, which rose substantially in the latter part 
of 1957, increased by a further $1,278 million, or by 12 per cent, 
in 1958. On balance all of the increase had occurred by early 
October and total assets have been relatively stable since that time. 
A marked increase in assets other than Government securities late 
in the year was offset by a decline in holdings of Government 
securities resulting mainly from the retirement on December 15th 
of the special banking issue of July 15th. Details of the changes 
in chartered bank assets and deposit liabilities are shown in the 
table on page 36 and in the charts on pages 38 and 39. 

Most of the increase in chartered bank assets in 1958 was in the 
form of Government securities. The banks increased their hold- 
ings of treasury bills by $145 million and Government bonds by 
$727 million, a total of $872 million. At the end of the year the 
banks’ total holdings of Government securities were higher by 
$1,080 million, or by 44 per cent, than at the low point reached in 
August 1957. The total of their more liquid assets — Bank of 
Canada deposits and notes, day-to-day loans, treasury bills, Govern- 
ment bonds, call loans and net foreign assets — rose by $791 million 
in 1958 and at year-end was $1,289 million greater than in August 
1957. ‘The ratio of the total of these more liquid assets to the total 
of chartered bank major Canadian and net foreign assets, which had 
reached a low of 34.4 per cent in August 1957, reached 41.6 per 
cent immediately after the purchase by the banks of the special 
banking issue on July 15th, 1958 and the high point while this issue 
was still outstanding was 43.5 per cent on October Ist. Excluding 
the special banking issue, the October 1st high was 40.6 per cent. 
At year-end after the special banking issue had been retired, the 
ratio was 40.0 per cent as compared with 37.5 per cent at December 
Bist. 1957. 

Insured mortgages held by the chartered banks increased by 
$204 million in 1958 compared with an increase of $93 million in 
1957, Chartered bank gross disbursements on mortgages (i.e. 
before deduction of sales and repayments) are estimated to have 
been $260 million in 1958 as against $145 million in 1957. The 
amount of mortgage loans approved by the banks in 1958 was 
$300 million; the comparable 1957 figure was $173 million. Net 
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Chartered Banks: Changes in Major Assets and Deposit Liabilities 
(month-end figures—millions of dollars) 


Increase or Decrease (-) during: 


As i 1957 1958 


Chartered Bank Assets _1958 3Q 4Q 1Q 2Q 3Q 4Q Year 
Bank of Canada notes 











and deposits... 1,001 - 96 —29 37> 106 21 135 
Day-to-day loans. 1238 30 85 —1138 -—-3 —56 85 —87 
Treasury bills . 950 1381 —110 —5 82 215 —147 145 

Sub-totale en. 2,074 161 71 —147 116 265 —42 193 
Government bonds . 2,062 —-24 116 211 399 335 —219 (20 
Garoans. un et 116 —52 77 —25 —-40 —85 24 —75 
Net foreign assets. 88 62 48 —56 —36 6 382 —54 

Total of more 

liquid assets. 4,540; + 147 312..—17 440. .572-—204 791 
Loans to provinces . 69 8 56 —59 —17 24 31 —20 


Loans to municipalities 217 -—32 —-I1 91 —883 29 —13 24 


Loans to grain dealers 


and exporters : 301 9 —-5 —ll —66 27 —ll -é6l | 

Loans for purchase of ’ 
Canada Savings Bonds 169 =—42 154 -—60 =—55 —40 ° 148 —7T 

Loans to instalment . 
finance companies . 302 —28 —41 —14 20 —12 at. 

General loans . . 4,138 504 —204 -—389 111 —48 a2 

Insured mortgages . 790 29 53 30 26 ral Ck 

Provincial securities . 415 13 13 31 36 26 38 

Municipal securities . 195 —4 Z 5 9 3 9 

Corporate securities . 504 —3 —) 20 10 Zl 





——_———S rr rr es 0 ees 0 cee 0 ee 


Total of above assets 12,089 148 329 -—48 440 660 226 1,278 
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Chartered Bank Deposits 


Personal savings deposits 6,844 156 —104 274 219 340 —97 736 
Government deposits 319 —55 291 —172 -—90 —101 260 —104@ 
Other deposits (less float) 4,303 29 108 —142 280 427 13 578 @ 
Total deposits 
(less float).  . {1 A66., 131 .. 295. —41 409. 666\; 176, 1.216 
Bijat ea, Li o2e. 15 87 —166 104 10.7) 425 73 


—_—_————S eo ice eames See) 6Spemremssue 40 ennsssasionenee 








Total deposits (before ; 
deduction of float) 12,690 146 382 —207 513 676 301 1,283 3% 
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purchases of provincial, municipal and corporate securities amounted 
to $201 million in 1958 as compared to net sales of $8 million in 
1957. ‘The increase in 1958 was made up of $130 million of pro- 
vincial securities, $26 million of municipal securities and $45 million 
of corporate securities. 


Although the chartered banks were in a position to accommodate 
a substantial increase in their loans throughout 1958, general loans 
remained below the corresponding 1957 levels until late in the year, 
and then rose in the period in 
which they normally decline GENERAL LOANS 
sharply. The increase for the ai ce bad 
year as a whole was $75 mil- 
lion. Within general loans the 
trend of personal loans was 
strongly upward throughout 
1958 and over the year as a 
whole personal loans in- 
creased by $173 million, or by 
24 per cent. Business loans 
declined during the year by 
MOL ale Cran ee 
establishments reduced their — * For explanation of breaks in series see footnotes 2 and 
inventories and capital invest- 
ment outlays, they were able to improve their liquid positions and 
to reduce their bank loans in spite of a temporary decline in sales 
and profits. Some large corporations reduced their bank loans out 
of the proceeds of new issues sold in the securities market. Cor- 
porations which had financed capital investment programmes on 
the basis of large term loans from banks two or three years ago were 
able to reduce their borrowings substantially or repay them alto- 
gether. The decline in demand for bank credit was particularly 
marked in the categories of the iron and steel industry, mining, 
petroleum and products, forest products and merchandising con- 
cerns. ‘Toward the end of the year, however, business demand 
for bank credit began to show definite signs of revival, and the 
seasonal decline in business loans in the final quarter of the year 
was less than normal. Over the year loans to farmers rose by 
$19 million and other general loans increased by $25 million. 


WEDNESDAYS 
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CHARTERED BANKS: MAJOR ASSETS 


Millions of Dollars 


Millions of Dollars 
. ~ MONTH-END 15000 





CANADIAN LOANS, INSURED MORTGAGES AND 


PROVINCIAL, MUNICIPAL AND CORPORATE SECURITIES 


3000 


0 





1953 1954 1955 1956 1957 1958 1959 


1. Excluding day-to-day and call loans. 
2. Foreign currency loans in Canada were reclassified from ‘‘Canadian loans’’ to ‘Net foreign assets'’ beginning September 30, 1956. 
Reserves applied against various classes of assets were reallocated following change in method of valuing Government and 


provincial securities on January 31, 1957, 
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CHARTERED BANKS: DEPOSIT LIABILITIES 


Millions of Dollars Millions of Dollars 
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Lacey A Rtenc/ a Eppes 


1953 1954 1955 1956. 1957 1958 1959 


1, Certain institutional and semi-business accounts were reclassified from “Personal savings deposits’’ to “‘Other deposits’’ on 
September 30, 1957. 
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The table on the facing page shows an estimated classification of 
chartered bank business loans according to the size of the authorized 
limits on borrowing accounts (i.e. on the size of the lines of credit 
authorized by the banks). Accounts are divided into two groups: 
those with authorized limits of $100,000 or more, and those with 
authorized limits of less than $100,000. For accounts with author- 
ized limits of $100,000 or more, the table shows the total amount of 
authorized limits, the total amount of loans actually outstanding 
under these authorizations, and the percentage of authorizations 
unused. In the case of business loans with authorized limits less 
than $100,000 (as well as the other categories of general loans) the 
table shows outstanding amounts only. The table is for quarter-end 
dates and is carried back to April 30th, 1956 which is the first date 
for which information by size is available. 


BUSINESS LOAN ACCOUNTS 
SIZE CLASSIFICATION OF BUSINESS LOANS WITH AUTHORIZED LIMITS OF $100,000 OR MORE 
Millions of Dollars Millions of Dollars 
r | QUARTERLY fer T 2500 5000 | Quarterly [| T | 5000 











“ TOTAL AMOUNT AUTHORIZED 


1 


= 2000 4000 
| | 
AMOUNT OUTSTANDING IN ACCOUNTS 


WITH AUTHORIZED LIMITS 
OF $100,000 OR MORE 


4000 











1500 3000 3000 





AMOUNT OUTSTANDING IN ACCOUNTS 
WITH AUTHORIZED LIMITS 
OF LESS THAN $100,000 1000 =. 2000 
1 


TOTAL AMOUNT OUTSTANDING 
4 





500 1000 1000 








| LS Le ey 0 
1956 1957 1958 1956 1957 1958 


. See footnote 3 page 40. 
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As the table on page 40 shows, business loans outstanding with 
authorized limits of $100,000 or more declined by $212 million 
during 1958 and the outstanding amount of loans in accounts with 
authorized limits of less than $100,000 increased by $71 million. 


Although the amount outstanding in accounts with authorized 
limits of $100,000 or more declined considerably during 1958, total 
authorizations in this category continued to increase substantially. 
As a result the unused portion of these lines of credit rose to 59 
per cent at the end of 1958 as compared with 51 per cent a year 
earlier and 45 per cent at the low point for this ratio in 1957. 

A further revision of the chartered bank agreement on term loans 
to business corporations took place in 1958. In 1955 the banks 
agreed to cease making loans to business corporations in amounts 
exceeding $250,000 where the time of repayment was deferred 
beyond one year, and to cease making equivalent security purchases 
direct from borrowers in this category. In February 1958 the 
maximum was raised from $250,000 to $1,000,000, and in November 
it was further raised from $1,000,000 to $2,000,000. 


Currency and Chartered Bank Deposits. Between July 1957 
and October 1958 total currency and chartered bank deposits rose 
by about $14 billion or by 15 per cent. The upward trend in this 
period is shown in the charts on pages 44 and 45. From early 
October to the end of 1958 there was no further increase. For the 
calendar year 1958 the increase was $1,323 million or 11 per cent. 
Within the overall total, the amount held by the general public 
rose by $1,427 million, or by 12 per cent, during the year. ‘This 
increase included a rise of $736 million in personal savings deposits, 
which was much the largest on record. Details are shown in the 
table on the facing page. 
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CURRENCY AND CHARTERED BANK DEPOSITS 


Millions of Dollars Millions of Dollars 


MONTH-END 15000 


12000 


AAT. 


HELD BY GENERAL PUBLIC’ 





9000 


6000 


3000 





1953 1954 1955 1956 1957 1958 1959 


1. Total excluding Government of Canada deposits. 
2. See footnote 1 on page 39, 
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SEASONALLY ADJUSTED 
CURRENCY AND CHARTERED BANK DEPOSITS! 














Millions of Dollars Millions of Dollars 
—14000f MONTHLY 14000 
| SEASONALLY ADJUSTED cums 

UNADJUSTED ae 
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1, Seasonal adjustment by Univac Method II. 
2, Total excluding Government of Canada deposits, 
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Other Financial Assets Held by the General Public. In addition 
to the large increase in their holdings of currency and chartered 
bank deposits the general public (i.e. non-bank investors, including 
non-residents) substantially increased their holdings of the fixed- 
interest obligations of Canadian borrowers. Holdings of Govern- 
ment securities (including treasury bills) rose by $274 million in 
1958 as compared with a decline of $73 million in 1957. General 
public holdings of provincial, municipal and corporate bonds rose by 
about $1,400 million, as against an increase of about $1,800 million 
in 1957. The total of Government securities, provincial, municipal 
and corporate bonds and finance company paper held by the general 
public increased by $1,566 million in 1958, which was slightly less 
than in 1957, but more than the increase in any other non-war year. 
Details are shown in the table below. Comparable information is 
not available on general public holdings of other assets of this type 
such as mortgages and institutional deposits. 


General Public”) Holdings of Government of Canada Securities, 
Provincial, Municipal and Corporate Bonds 
and Finance Company Short-Term Paper 


(par values—millions of dollars) 


Government of Canada Securities Provincial, Finance 
ee a an ICED aALy COM pany 


Teeter Other Canada and Short- 
D E "31 Bills. Y Market Savings Total Corporate term Total 
pt ers Issues Bonds(?) Bonds Paper 
1951 26 8,053 1,194 9,273 6,932 118 16,323 
1952 28 Faesil 1,250 8,909 7,843 i368 16,889 
1953 24 7,483 16322295159 8,737 193 18,069 


1954 208 6,331 2,090 8,629 9,756 154 18,539 
1955 494 6,042 2,433 8,969 10,302 213 19,484 
1956 285 5,940 2,541 8,766 11,939 307 21,012 
1957 289 5,756 2,649 8,693 13,730 355° 22,778 
1958 415 5,658 2,895 8,968 15,132 244 24 344 


(1) Non-bank investors, including non-residents. 
(2) Includes war savings certificates prior to 1954 and refundable tax in 1951. 
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Consumer Credit and Finance Companies. The outstanding 
amount of consumer credit extended by retail dealers and finance 
companies increased by an estimated $40 million in 1958, as com- 
pared with increases of $58 million in 1957, $281 million in 1956 
and $237 million in 1955. There was relatively little change in the 
total during the first nine months of 1958 apart from the usual 
seasonal variations, but the trend was upward toward the end of 
the year. Changes in 1958 are summarized in the table below. 


Finance Company and Retail Dealer Credit Extended 
to Consumers 


(millions of dollars) 


Balances Outstanding Increase or 
a A ea es ea Decrease (-) 
Dec. 31 Dec. 31 during 
1958 1957 1958 
Instalment finance companies . (37 780 —43 
Small loan companies : 
— instalment credit . . 19 15 4 
= cash loans |e scoem esul mor 381 347 34 
Department stores 
— instalment credit Ne 224 209 15 
— charge accounts. . . 58 53 5 
Other retail dealers 
— instalment credit .  . Fath Vo ZL —\* 
—chargeaccounts. ... 319* 293 26 
Otaleve Fos et lee ae 2 ,008* 1,968 40* 


*Preliminary estimate. 


In addition to the reduction of $43 million in the consumer 
financing of instalment finance companies, there was a decline of 
-$22 million in their outstanding balances on other retail financing 
and of $14 million on wholesale financing. Total receivables of 
instalment finance companies and small loan companies declined 
by about $40 million during the year. These companies reduced 
their borrowing in the form of short-term paper by $111 million 
while their bank loans rose by $71 million. 


a7 


Housing Finance. The total value of mortgage loans approved 
by lending institutions and Central Mortgage and Housing Cor- 
poration amounted to $1,199 million in 1958 as compared with 
$752 million in 1957. Nearly one-third of the total was supplied 
by C.M.H.C. Each of the three major groups of private in- 
stitutional lenders — the chartered banks, life insurance companies, 
and trust and loan companies — substantially increased the amount 
of mortgage loans approved in 1958 over 1957. No figures are 
available regarding the flow of mortgage funds from lenders other 
than these institutions and C.M.H.C. 


Mortgage Loans Approved by Lending Institutions 
and Central Mortgage and Housing Corporation 
on New Non-Farm Residential Construction 


(millions of dollars) 


1955 1956 1957 1958* 


Lending institutions 


Chartered banks — NHA loans 326 158 173 300 

Life insurance companies — NHA loans 201 227 96 171 

Other loans Sy 190 155 181 

otal ae 428 417 261 353 

Trust, loan and other — NHA loans 42 40 9 47 

companies Other loans 78 65 84 109 

Total : 120 105 93 157 

LUCE ER ie, Sad) rege OG, ern, Bn 874 680 517 810 

Central Mortgage and Housing Corporation 18 20 235 389 

Total — Lending institutions and Central 

Mortgage and Housing Corporation . 892 700 752 1,199 

*Preliminary. ike 
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Securities Markets. In 1958, $3,034 million of new money was 
raised by Canadian borrowers (Government, provinces, munici- 
palities, corporations and institutions) through the sale of treasury 
bills, bonds, stocks and finance company paper as compared with 
$2,262 million in 1957. Of the 1958 total, $2,537 million was raised 
in Canada as against $1,833 million in the previous year. Details 
are shown in the table on page 50 and the chart on page 51. 


Government of Canada direct and guaranteed securities out- 
standing increased by $1,252 million; in 1957 there had been a 
decline of $70 million. The amount of treasury bills outstanding 
decreased by $130 million while other direct market securities in- 
creased by $841 million and guaranteed issues increased by $295 
million. Canada Savings Bonds outstanding increased by $246 
million during the year. Changes in the distribution of Govern- 
ment securities by types of issue and by categories of holders are 
shown in the table on page 54 and the chart on page 55. 


The total amount of new money raised in the bond market by 
provincial and municipal governments, corporations and institutions 
amounted to $1,602 million in 1958, a decline of $168 million from 
the record level reached in 1957. The provinces raised less new 
money in the Canadian market in 1958 than in 1957 but more in 
New York, and the total was $43 million higher. Municipalities 
raised substantially larger amounts of new money in both the 
Canadian and New York markets, with the total $120 million higher 
than in 1957. Corporations borrowed considerably less in both 
markets in 1958, net new issues being down by $331 million. 
Details are shown in the table on page 52. New issues of corporate 
stocks in 1958 were $224 million lower than in 1957. 


Changes in net new issues of provinces, municipalities and 
corporations by quarters are shown in the table on page 53. Apart 
- from seasonal variations, the level of net new borrowing by pro- 
vinces and municipalities was relatively high throughout 1958. 
The volume of net new corporate bond issues was high in the first 
half of the year but declined in the second half. New issues of 
corporate stocks, which had been relatively low in the first nine 
months of the year, rose in the final quarter. 
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Net New Issues of Provincial, Municipal 
and Corporate Bonds and Stocks* 


(millions of dollars) 


Provincial & Corporate & Other 
Bonds 


Cdn. $ Other 


Municipal Bonds 
Cdn. $ Other 


only Currencies 


1956—I 83 90 
II 126 71 
Il 87 93 
IV 193 20 


1957—I 89 87 
II 1 2 
Ill 96 48 
IV 310 by, 


1958—I 125 18 
II 183 143 
III 110 37 
IV 237 46 


*Gross new issues less retirements. 


Net New Issues of Corporate Bonds and Stocks 


only Currencies 


162 
147 


Total Bonds 


Cdn. $ Other 


only Currencies 


245 
273 
214 
300 


294 
419 
128 
401 


277 
362 
170 
296 


Industrial Classification” 
(millions of dollars) 


Uranium mines eS 
Other mining and mine products 
Petroleum and products 

Wood, paper and products. 
Other manufactured products . 
Railways and telegraphs 
Pipelines 

Telephones 

Other utilities 

Merchandisers 


1955 


_Instalment finance and small loan companies 33 


Other finance, insurance and real estate . 


Other 


Total . 








1956 
122 








107 
Lo 
156 
102 


207 
174 
108 

39 


136 
229 
73 
59 








Corporate 
Stocks 


934 








(1) Does not include issues guaranteed by provincial governments (e.g. net new issues of provincial 
hydro commissions which amounted to $120 million in 1955, $261 million in 1956, $315 million 


in 1957, and $288 million in 1958). 
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Distribution of Holdings of Government of Canada 
Direct and Guaranteed Securities 
(par values—millions of dollars) 
Increase or Decrease (-) during: 


























Doria iil acck 01958 Ra 1958 1957 
958 1Q 20 3Q 4Q Total Total 
Bank of Canada Tie ae Ray ae 
Treasury bills... 36 13 —110 —301 -—34 —433 —39 
Other market issues . 2,634 —38 243 477 —42 640 io 
AE OLAL Ned veel ibe (1) 2,670 269) Loo! (elt(O 104 208 37 
Chartered Banks 
Treasury bills. . . 956 —5 81 216 —144 148 65 
Other market issues . Do O00 218 397 344 —228 731 52 
Otalere | sede een ce 3,020 218 478 560 —372 879 118 
Government Accounts 
Unemployment Ins. Fund 
Treasury bills: . . 54 —57 - — 54 —3 26 
Other market issues. 566 —74 —103 4 —79 —252 —76 
Lotalone pies Laie. . ls 619 —131 —103 4 —25 —255 —50 
Securities Investment Account 
Treasury bills. .  . 20 a = — Zo 25 — 
Other market issues . 100 50 —50 15 25 100 —160 
PE Ott BEEN 124) caleys 125 50 —50 75 50 125 —160 
Other Government accounts 
Treasury bills. . . 10 —1] — 5 4 8. =F 
Other market issues . 504 2 ——4 7 9 14 65 
ROCAL IMME y reel ce 1,4 Be 514 1 -—4 is 12 22 509 
General Public() 
Treasury bills. .  . 415 —50 - 80 95 125 4 
Other market issues . 5,658 139 —135 —516 414 —97 —185 
Total market issues . 6,073 89 —1385 —486 509 28 —180 
of which — 
non-residents“) A 635 2 an 16 58 97 —45 
life insurance cos. (2) (3) 574 48 —-—7 -—18 eZ 35 —62 7 
all other holders‘) @) , 4,864 39 —149 —434 4389 —104 —73 
Canada Savings Bonds . 2,895 —93 -—-8 -—84 508 246 108 
pPGtale ce We ape 8,968 —4 —220 —520 1,018 274 —73 
Total Outstanding 
Treasury bills. . . 1,495 —100 —30 - —- —130 50 
Other market issues. 12,026 297 349 391 98 1,186 —227 
Canada Savings Bonds . 2,895 —93 -—-85 —84 508 246 108 
MOtAt ee. ure ress ie 16,416 104 235 307 #£«607 1,252 —70 





(1) Residual. Includes investment dealers. 
(2) Preliminary estimates. 
(3) Holdings in respect of Canadian operations. v 
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GOVERNMENT SECURITY YIELDS 
pai CANADA AND UNITED STATES sha 


WEEKLY 
3-Month Treasury Bills 
4 a ;—|4 














Medium-Term Bonds 





2 Ye % DEC. 15, 1963-68 


CANADA 
3% “% OCT. 1, 1979 





Interest Rates. Trends in interest rates in 1957 and 1958 are 
shown in the chart on the facing page and the table on page 58. 
Yields on long-term Government of Canada bonds, which declined 
sharply from August to December 1957, were relatively stable until 
the latter part of May, and then rose during the remainder of the 
year to a level above the 1957 high. Interest rates on long-term 
Government bonds in the United States followed a broadly similar 
trend, declining from October 1957 to mid-April 1958 and then 
rising to higher levels than those reached in 1957. Yields on Cana- 
dian long-term bonds, other than Government bonds, declined from 
the autumn of 1957 until the second quarter of 1958 and then rose 
gradually during the remainder of the year, but did not reach the 
peak levels of 1957. The differential between yields on Govern- 
ment and other long-term bonds, which had widened in 1956 and 
1957, narrowed considerably in the second half of 1958. 

Yields on short-term Government bonds and treasury bills 
declined from August 1957 to July 1958 and have risen appreciably 
since that time. At the end of 1958 yields on short-term bonds, 
except those with less than one year to maturity, were not far 
below the long-term yields. 
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Public Debt Operations. The details of new issues and retire- 
ments of Government bonds during 1958 are summarized in the 
table on page 60. Operations associated with new issues of 
market securities were described earlier in this section of the Report. 


The 1958 series of Canada Savings Bonds maturing November Ist, 
1973, went on sale in October. The first annual coupon pays 
interest at the rate of 34 per cent and the remaining 14 coupons at 
4% per cent, providing an average yield of 4.19 per cent if held to 
maturity. At December 31st total sales of this series amounted to 
$844 million while total redemptions and maturities of all series 
during the year were $598 million so that the net increase in Canada 
Savings Bonds outstanding during the year amounted to $246 
million. In 1957 total sales amounted to $1,252 million while 
redemptions totalled $1,145 million so that the net increase was 
$108 million. Payroll sales of the 1958 series were $207 million 
compared to $217 million of the 1957 series. The total amount of 
Canada Savings Bonds outstanding at the end of 1958 was $2,895 
million or 17.6 per cent of the Government’s total direct and 
guaranteed securities outstanding and 32.3 per cent of that part of 


the debt which was held by the general public. 


The Government announced on July 29th the call for prior 
payment at par on February Ist, 1959 of the 3 per cent Government 
issue of $150 million due August Ist, 1963 which was payable in 
United States funds. In earlier years the Government had pur- 
chased $129.5 million of the original issue and held it in a special 
Sinking Fund account. 
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International Capital Account. Reference was made earlier in 
this Report to movements in Canada’s external trade in 1958 
(pages 20 and 22). For the year as a whole merchandise imports 
were down substantially while merchandise exports were virtually 
unchanged, and the trade deficit dropped from $579 million in 1957 
to $174 million in 1958. Meanwhile, the adverse balance on non- 
merchandise transactions rose from $821 million to $938 million. 
The total current account deficit declined from $1,400 million to 
$1,112 million. 

The persistent increase in Canada’s net current payments on 
non-merchandise transactions has been a striking feature of the 
past decade. In the earlier years the factors mainly responsible 
were the swing in our tourist account from a net credit to a net 
debit as Canadian tourist expenditures in other countries rose, and 
the increase in freight and shipping payments. In recent years 
the increase in payments relating to various foreign investments in 
Canada has been the most important factor. Interest payments 
have risen rapidly since 1956 as a result of the large increase in new 
issues of bonds by Canadian borrowers in the United States. 
Dividend payments to other countries, after declining in 1952 and 
1953, have increased substantially since that time. In addition, 
business expenditures including remittances by subsidiaries or 
afhliated companies to foreign concerns for administrative, engi- 
neering, research and advertising services have risen with the 
increase in foreign direct investment in Canada. 

In 1958, as in the two pre- 


vious years, inflows of long- CAPITAL ACCOUNT : SELECTED COMPONENTS 
term capital into Canada Tiss webring 
2000 ANNUAL 
were almost equal to the [~] NET TRANSACTIONS IN CANADIAN STOCKS 
° 77) FOREIGN DIRECT INVESTMENT IN CANADA 
current account deficit. The 2 NET TRANSACTIONS IN CANADIAN BONDS 


total of all transactions in 
Canadian-debtor bonds gave 
rise to a net inflow of $544 
million, only slightly lower 
than in the previous year. 
Much the greater part of net * 
sales of Canadian-debtor - 
bonds to non-residents con- 
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sisted of provincial, municipal and corporate issues payable in 
United States dollars. Net sales of corporate bonds were much 
lower than in 1957, but the decline was partially offset by increased 
sales of provincial and municipal issues. (For details of new issues 
and retirements of bonds in currencies other than Canadian dollars 
see pages 50 and 52.) In 1958, for the first time since 1950, it is 
estimated that non-residents added to their holdings of Govern- 
ment of Canada securities, the larger proportion of their purchases 
being made in the latter part of the year. 

New foreign direct investment in Canada, at $400 million in 
1958, was below the levels of the two preceding years and about 
equal to that in 1955. 

Net sales of stocks of Canadian corporations to non-residents in 
1958 were well below the levels of the three preceding years. Net 
sales to the United Kingdom fell sharply from the 1957 level, and 
sales to the United States rose. 


The value of the USS. 


OFFICIAL HOLDINGS OF GOLD AND U.S. DOLLARS 


dollar in Canadian funds AND EXCHANGE RATE 
Millions of U.S. Dollars 


decreased from $.98 13/32 
at the end of 1957 to a low 
of $.95 3/4 in June, firmed 
somewhat in the summer 
and then declined again to 
close the year at $.96 7/16. 
With the value of the U.S. a a ee aa iy 
dollar in Canadian funds in) g, 97 
the foreign exchange market 
falling through much of the eo 3 
year, purchases of U.S. = = ae 
dollars by the Exchange Fund exceeded sales, and Canada’s official 
holdings of gold and USS. dollars rose to $U.S. 1,939 million by the 
end of 1958, an increase of $U.S. 111 million on the year compared 
with a decrease of $U.S. 108 million in 1957. 











Profit and Loss. In 1958 the net earnings of the Bank amounted 
to $88,631,680 as compared with $68,711,435 in 1957. The whole 
of the net earnings was paid to the Receiver General of Canada to 
be placed to the credit of the Consolidated Revenue Fund. 
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BANK OF CANADA @ sTATEME 


ASSETS 
1958 1957 


Foreign exchange 


Pounds sterling and U.S.A. 
dollars — at market value $ DOpl eG byl ours 63 505,125 
Other currencies — at market 


value. 146,078 122,332 ) 
$ 55,317,264 $ 63,627,457 it 


Cheques on other banks. $ 96,375,808 $ 65,246,237 i 
Accrued interest on investments $ 28,111,958 $ 15,336,391 | | 
Advances to chartered and sav- 


ings banks $ 2,000 ,000 
Investments — at amortized values 
Treasury bills of Canada . $ 35,942,726 $ 467,061,608 


Other securities issued or guaran- 

teed by Canada eae with- 

in two years ; 245 182,572 779,151,604 
Other securities issued or guaran- 

teed by Canada not maturing 


within two years 2 340,637,247 1,181,259,744 
Debentures issued by Industrial } 

Development Bank ; 52,917,274 36,197,240 
Other securities — U.S.A. 

Government : : 38 ,495 ,990 16,681,418 


$ 2,713,175,809 $ 2,480,351,614 
Industrial Development Bank 
Total share capital at cost $ 25,000,000 $ 25,000,000 
Bank premises 
Land, buildings and equipment — | 
at cost less amounts written off $ 9,795,652 $ 8,597 ,725 | 


Net balance of Government of 
Canada payments and collections 


in process of settlement. $ 14,295,801 
Other assets . $ 348,147 $ 548,252 a 


$ 2,944,419,939 $ 2,658,707,676 i 





J. E. Coyne, Governor E. FrIcKER, Chief Accountant 
Ottawa, January 22, 1959. 





ASSETS AND LIABILITIES 
AT DECEMBER 31, 1958 


LIABILITIES 


1958 1957 

Capital paid up ; : $ 5,000,000 $ 5,000,000 
Rest fund : A ; $ 25,000,000 $ 25,000,000 
Notes in circulation : $ 1,998,046,299 $ 1,903,721,143 
Deposits 

Government of Canada . $ 34,883,957 $ 35,363,078 

Chartered banks . : 662,696,930 517 5/1524 

Other , p ; 20,02 ait 3,232). 995 


® 722,602,458 $ 584,167,560 


Liabilities payable in pounds 

sterling, U.S.A. dollars and other 

foreign currencies 
To Government of Canada $ 75,998,717 $ 59,988 ,766 
To others. : ; 7,922,651 10,043 ,676 





$ 83,921,368 $ 70,032,442 
Bank of Canada cheques out- 
standing ; : . $ 108,046,826 $ 53,170,067 
Net balance of Government of 
Canada collections and payments 
in process of settlement. $ 15,132,271 





Other liabilities 1,802,988 $ 2,484,193 


$ 
$ 2,944,419,939 $ 2,658,707,676 


Auditors’ Report ® We have made an examination of the statement of assets and 
liabilities of the Bank of Canada as at December 31, 1958 and have received all the 
information and explanations we have required. We report that in our opinion, it 
correctly sets forth the position of the Bank at December 31, 1958 according to the 
best of our information and as shown by the books of the Bank. 


G. A. ADAMSON, ROSAIRE CourRTOISs, 
of Clarkson, Gordon & Co. of Courtois, Fredette & Cie. 











PROFIT AND LOSS ACCOUNT 


FOR THE YEAR ENDED DECEMBER 31, 1958 
(with comparative figures for the year ended December 31, 1957) 


1958 1957 


Profit for the year. : 5 . $88,631,680 $68,711,435 


Paid to the Receiver General of Canada for 
credit of the consolidated revenue fund. $88,631,680 $68,711,435 
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CANADA 


“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of 
the nation, to control and protect the external value 
of the national monetary unit and to mitigate by 
its influence fluctuations in the general level of 
production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic and 
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financial welfare of the Dominion: Therefore, .. .’ 


—Preamble to the Bank of Canada Act 


BANK OF CANADA 


February 29, 1960. 


The Hon. Donald M. Fleming, Q.C., 
Minister of Finance, 


Ottawa. 


Deane. 


In accordance with the provisions of 
the Bank of Canada Act I am transmitting 
herewith my report for the year 1959, and 
a statement of the Bank’s accounts for this 
period which is signed and certified in the 


prescribed manner. 


Yours very truly, 


J. E. COYNE, 
Governor. 


BANK OF CANADA 
REPORT OF THE GOVERNOR 
1a 


I should like to preface my review of economic and financial 
developments in 1959 with some general remarks about the nature 
and limitations of monetary policy and about the economic environ- 
ment in which monetary policy and economic policy in general 
operate. 


The primary function of a central bank is to regulate the total 
quantity of money, which is a short phrase rather arbitrarily applied 
to the combination of the amount of currency in circulation outside 
the banks plus the amount of the deposit liabilities of those banking 
institutions which are required to maintain a reserve of deposits 
with the central bank expressed as a percentage of their own deposit 
liabilities. As Bagehot emphasized some 87 years ago, “Money will 
not manage itself”, and it is necessary for a central bank from time 
to time to form a judgment in the light of changing circumstances 
as to whether its own operations should be such as to facilitate an 
increase or induce a decrease in the stock of money as so defined, 
or to hold it more or less constant. 


In Canada the chief criteria which must be taken into consider- 
ation by a central bank are laid down by Act of Parliament in the 
preamble to the Bank of Canada Act of 1934. In addition to a 
broad directive to the Bank “to regulate credit and currency in the 
best interests of the economic life of the nation’, and “generally 
to promote the economic and financial welfare of the Dominion”, 
it is also prescribed that the Bank should endeavour “‘to mitigate by 
its influence fluctuations in the general level of production, trade, 
prices and employment so far as may be possible within the scope 
of monetary action”. 


It will be generally agreed that the best interests of the economic 
life of the nation and the economic welfare of Canada are served if 
economic activity is carried on in such a way as to produce steady 
and substantial growth from year to year, a continuously high level 
of employment, and the avoidance of disturbing fluctuations up- 
wards or downwards in the general level of prices. 


The chief method by which a central bank can bring some 
influence to bear on economic developments is by open market 
operations, that is, by buying and selling treasury bills and govern- 
ment bonds in the market.* Payment by the central bank for 
securities which it purchases in the market adds to the cash reserves 
of the reserve-system banks and (unless other factors are tending 
to reduce reserves) makes it possible for them to progressively 
increase their loans or other investments, and concomitantly their 
deposit liabilities, by an amount which in Canada (where the 
minimum cash reserve ratio is 8 per cent) is approximately twelve 
times the increase in their cash reserves. Conversely, payment to 
the central bank for securities which it sells causes a reduction in 
the reserves of the reserve-system banks and (unless other factors 
are tending to increase reserves) makes it necessary for them 
progressively to sell securities or reduce other assets in order to 
restore their reserve ratios to the required level. 


The change in the volume of bank deposits in the hands of the 
public, and the equivalent change in the loans and other assets of 
the chartered banks, are the chief results of open market operations 
by the central bank. These changes, in turn, have an influence — 
which is however only one amongst a variety of influences — on 
interest rates, on the level of bond prices, on the rate of spending 
or potential rate of spending by holders of bank deposits and by 
those who may desire to borrow funds from the holders of bank 
deposits, on the general state of liquidity of the economy as a 
whole, and on various expectations and intentions in people’s minds 
regarding future economic trends, their own spending and saving, 
and the possibility of making profitable investments in new or 
expanded business operations. 

These and the various other elements which determine the over- 
all rate of economic activity and growth, are also affected by many 
other factors which separately or in combination may be much 





* In some countries the central bank is also empowered to alter the required mini- 

mum reserve to be maintained by the commercial banks, and to give directives or 
make regulations respecting lending practices on the part of banks and other 
institutions. The Bank of Canada has not exercised the former of these powers 
and does not possess the latter. Another instrument of central bank policy, which 
may have more significance as an indicator than as an operative factor, is the 
changing from time to time of the rate of interest at which the central bank is 
prepared to make short-term loans to the commercial banks. In Canada the 
practice has been adopted of having changes in the central bank’s minimum lend- 
ing rate fluctuate with changes in the yield on 91-day treasury bills as established 
at the weekly auction of new issues to replace those maturing, which gives an 
up-to-date and sensitive indicator of changing conditions and outlook in financial 
markets. 


4. 


more influential than monetary policy. Among the obvious factors 
concerned are fiscal policy (spending and taxation policies, particu- 
larly on the part of the national government but also on the part 
of junior governments); debt management policy of governments; 
other governmental action, regulations and legislation; the condition 
of foreign markets for Canadian exports; the rise or fall of world 
prices, and changes in costs of production in Canada and elsewhere; 
movements in exchange rates and in the balance of payments; 
changes in public habits regarding spending and saving; the 
technical ability, adaptability and mobility of employed and un- 
employed persons; scientific research, technological changes, natural 
resource discoveries and many others. 


At the present time the central bank is the only agency in Canada 
which is charged by statute with the duty of conducting its oper- 
ations in such a way as to promote price stability, rising employ- 
ment and economic growth. ‘This is unfortunately open to 
misconstruction, because it is certain that the central bank cannot 
accomplish such a result alone, and there is great danger in the 
misunderstanding which may be created that no matter what other 
sectors of the community may be doing, an appropriate monetary 
policy can by some magic prevent inflation and achieve the other 
objectives of economic policy. There are undoubtedly people 
who honestly hold entirely mistaken views about the power of a 
central bank to prevent inflation, and some who hold equally 
mistaken views on the presumed power of monetary management 
to bring about full employment and a high rate of economic growth. 


In the interest of informed public discussion it is particularly 
important to realize that there is nothing the central bank can do 
to change credit conditions in one part of the country rather than 
another — it cannot make credit more abundant in those areas where 
inflationary pressures are least, or less abundant in those areas where 
inflationary pressures are greatest. To bring about an increase in 
the total quantity of money does not determine how or in what 
part of the country the persons who acquire the monetary resources 
will spend, save, lend or invest them. Likewise, to enable the 
chartered banks to increase their total loans and investments, does 
not determine how or in what part of the country any one or al! 
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of the banks will expand loans or investments or, indeed, does not 
ensure that the banks individually or collectively will increase their 
total volume of loans and investments commensurately with the 
additional cash reserves which might make this possible, though 
normally they would achieve such an overall expansion by buying 
Government securities in the market if loan demand were slack. 


Sumilarly, there is no way in which the central bank’s operations 
can induce lenders to take a more favourable view of loans to small 
business as distinct from large enterprises, or to Canadian-owned 
enterprises as compared with foreign-owned enterprises operating 
in Canada, or to municipalities or governmental agencies as against 
private business, institutions and individuals. 


It is undoubtedly the case that, particularly under conditions of 
strong demand, small businesses find it difficult to compete against 
larger businesses in the obtaining of additional supplies of capital 
(and in boom times, supplies of labour and raw materials), and also 
that Canadian-owned enterprises are under a disadvantage in com- 
peting against foreign-owned enterprises which have ready access 
to external sources of funds, foreign research facilities and technical 
assistance, as well as tied markets or assistance in marketing. These 
disadvantages do not flow from monetary policy and cannot be 
overcome by such general measures as monetary policy, or, for 
that matter, government spending designed to augment total per- 
sonal income and consumer expenditure. 


Similarly, when there are particular industries or particular 
regions with substantially more unemployment than the national 
average, or when seasonal conditions reduce certain kinds of em- 
ployment, general economic measures cannot be expected to bring 
about any significant increase in employment in the particular 
industry, region or season in question. Monetary policy is, in its 
nature, of a general character. So is fiscal policy in the broad 
sense. 


There are no doubt various special measures, whether financial 
or other, which governments can take to reduce the various dis- 
abilities and difficulties of small business and to mitigate the handi- 
caps of Canadian enterprises in competing against foreign enter- 
prises which operate through subsidiaries in Canada or send their 
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goods into Canada, and similarly to relieve the particular problems 
of production and development and employment in specific indus- 
tries and particular parts of the country and in the winter season. 
The necessity for pin-pointing action to deal with these problems 
in good times as well as in recessions has tended to be overlooked, 
and the possible value of general measures such as monetary expan- 
sion and deficit spending have been seriously exaggerated in the 
public mind. 


General measures such as monetary expansion and deficit spending 
if undertaken at the wrong time can undoubtedly stimulate inflation. 
They can do very little to cure unemployment not due to any 
deficiency of total demand in Canada, or to improve the competitive 
position of small business and Canadian-owned enterprises. Indeed, 
when general economic activity is relatively high, even though 
there may be serious particular problems of the kind indicated, 
general measures of monetary expansion and deficit spending may 
contribute more to an increase of imports, and therefore to an 
increase in production and employment outside Canada, than to an 
increase in production and employment inside Canada. A reduc- 
tion in spending, an increase in saving, restraint in foreign borrow- 
ing, and the encouragement of structural changes in the Canadian 
economy to replace imports with efficient domestic production 
would do much more to deal with the specific problems concerned, 
than general expansionist measures of a monetary or fiscal character. 


For some years, as I see it, the Canadian economy has been under 
the influence of excessive overall spending, which even in periods 
of relatively high unemployment resulted in a net inflow of imports 
from other countries. Attempts to induce growth for a short time 
at rates which in the aggregate cannot be expected to continue, bring 
set-backs and unemployment in their train. Such conditions of 
excessive demand create inflationary pressures which distort the 
structure of the economy and handicap the development of the 
more stable economic sectors. The attempt to accomplish too 
much too fast has given rise to huge deficits in our international 
balance of payments on current account, ie. a very large excess 
of imports of goods and services over exports of goods and services, 
to a large and growing volume of foreign debt incurred by Canadian 
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governments and businesses which do not have foreign operations 
to support that debt, and has gone hand-in-hand with a growing 
degree of foreign predominance in Canadian business. 


Three years ago when reviewing the development of the very 
large balance of payments deficit of 1956 I remarked that “An 
import surplus or balance of payments deficit of the present size is 
the product and symptom of an excessive rate of spending in the 
economy, not just of a reasonable rate of real growth. It would 
be disturbing to think of an import surplus of such magnitude 
continuing for an indefinite period”. At that time I expressed 
the belief “That total spending of all kinds... .. was at least 
$1 billion greater than would have been desirable from the point 
of view of general stability and sound economic growth”. 


Three more years have gone by in which we have had very large 
balance of payments deficits, and we are now launched on another 
year with the prospective excess of total spending over production 
being greater than ever, presumably to be matched by an equivalent 
excess of imports which will have to be financed by foreign 
resources in one form or another. 


The cumulative effect of all these developments must be to 
weaken the ability of the Canadian economy to meet the difficulties 
of the next recession to come upon us from abroad, and to make 
more likely the development of a domestic recession arising from 
excesses and structural strains within our own economy, which 
may or may not coincide in timing with recession conditions abroad. 


In the interests of sound monetary policy, and of a sound 
economic structure, a basic element in our national life which it is 
the function of monetary policy to promote, it seems appropriate 
now at the beginning of a new decade, and in many ways of a new 
era in world economic development, to pause and ask ourselves if 
it would really be desirable to continue along the path indicated 
by the tendencies of recent years. 


Even if we were intent on trying to continue in that way, it 
must be recognized that in a capital-hungry world we cannot in 
fact count on having ready access to foreign capital year after 
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year on a large scale. ‘The longer the process of attempted over- 
expansion or over-rapid expansion goes on, the more maladjust- 
ments will be built into our economy, and the more difficult and 
painful will be the readjustments which will in time be forced upon 
us. We must in the end learn as a nation to live within our means, 
and exhibit the strength and will to do so. It would in my view 
be the path of realism to move firmly in that direction on a broad 
front without delay. 


There is no reason in principle why Canada could not make 
great progress without drawing on the savings of foreigners on a 
huge scale to finance our capital expenditures or consumption. 
We could do so, just as most other countries in the Western world 
do, and as other countries with our degree of development and 
standard of living have done in the past. We can achieve, by 
our own efforts without foreign aid, a substantial increase every 
year in our productive capacity and standard of living. For the 
purpose of maintaining full employment, economic growth and a 
rising standard of living, we do not need to stimulate a temporarily 
high but unsustainable rate of consumer spending by means of 
more and more consumer credit, or of capital expenditures on a 
scale greater than our own capacity and willingness to save out 
of annual production for that purpose. We would benefit more 
from greater diversification of our production, which could pro- 
vide a higher average level of employment and one less exposed 
to the hazard of sudden changes. 


A more moderate approach to economic development on the part 
of all sections of the community, and more emphasis on a balanced 
industrial structure would also mean that Canadians would own a 
greater share in Canadian industry, that we would accumulate 
less debt to foreigners, and would have to bear a smaller burden 
of foreign debt service, which could one day become a very seri- 
ous embarrassment in the event of a major decline in the exchange 
value of the Canadian dollar. We do not need to make our 
economy structurally dependent on our ability to obtain, or on 
other people’s willingness to let us have, new supplies of foreign 
Capital year after year on a vast and increasing scale. 


Above all, I am concerned lest Canadians should fail to appre- 
ciate or close their eyes to the implications of certain economic 
tendencies, in the thought that there is in monetary management 
some magical power or hidden hand which will relieve us of the 
necessity of remedying our situation by our own exertions, by 
not consuming more than we produce, and by prudent manage- 
ment of our collective affairs. Monetary expansion, low interest 
rates, and abundant loans not based on actual domestic savings 
will not counteract such trends (but if adopted would make them 
worse) and will be able to make little if any contribution towards 
alleviating the problems of large and sudden adjustments which 
will be necessary some day if earlier action of the appropriate 
character is not taken to forestall them. 


This is not pessimism, but realism. I think it equally realistic 
to have confidence that the Canadian people can and will manage 
their affairs as effectively as any other nation. With a high and 
rising standard of education, with a wide range of technical skills, 
with hard work and self-reliance, with above all pride in our 
national destiny as an independent progressive northern people 
living in a stimulating environment, we need only to be aware of 
our problems to tackle them, to cast aside easy-going illusions and 
stand on our own feet. 


The adoption of sound and balanced programmes for future 
development, the avoidance of excess in spending and borrowing, 
and the promotion of a more stable and diversified structure of 
economic activity, have never been so essential to the continued 
growth and stability of the Canadian economy. I am sure that in 
this way we can indeed achieve a maximum of progress without 
inflation and consequent serious recessions, without aggravation of 
intractable unemployment situations, and without inviting foreign 
domination of our national life. 
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World Economic Environment 


Expansion was the keynote of the world economy in 1959; not 
only in North America but in almost all of the overseas industrial- 
ized countries as well, the year was marked by pronounced increases 
in output and employment. Indication of these trends are provided 
in the inset chart showing for INDUSTRIAL PRODUCTION 
a number of countries the Ms ac mac cai Gy vi 
growth of industrial produc- | 
tion which accounts for one- 
third to one-half of gross '° 
national product. In the indus- © 
trialized countries, a renewed x» 
upward trend has developed in 
capital expenditure on new 
plant and equipment following 
the earlier strength in consumer 
spending, and in recent months 
the possibilities of overstrain 
and instability have led a num- 
ber of such countries to take 
steps, in most cases of a mone- 
tary nature, to moderate the '° 
expansion of spending plans. 
Meanwhile the expansion of 





° . oO 1957 1958 1959 1960 
industrial activity caused an 1. Austria, Belgium, Denmark, France ,Germany(F.R.), 
ss ° Greece, Ireland, Italy, Luxembourg, Netherlands, Norway, 
increase in the demand for Sweden, Turkey. 


primary commodities, with resulting price increases in some cases. 
Improved export earnings from many primary products, together 
with continued foreign aid, quickened the pace of economic devel- 
opment in most of the less developed parts of the world. 

By the middle of 1959 the value of world trade was considerably 
above the previous year’s level and it is now probably higher than 
before the recession. In the last quarter of 1959 exports from 
Japan, Germany, France, the Netherlands and Switzerland were 
all more than 15 per cent higher than a year before; exports from 
a number of other European countries were running at rates 10 
per cent higher. Exports of the primary producing countries as a 
group were 10 per cent above year-before levels in the third 


1] 


quarter of 1959, the last for which comprehensive data is available. 
Exports from the United States were considerably above the 
previous year’s levels in the fourth quarter of 1959, though in the 
year as a whole they were no higher than in 1958. 

On the import side, United States purchases abroad turned up in 
1958 and for 1959 as a whole rose by $2.4 billion, or nearly 20 per 
cent above the previous year. Imports into other industrial coun- 
tries taken as a group did not rise as markedly for 1959 as a whole, 
but they have been rising sharply in recent months. In the third 
quarter of 1959, as export incomes improved and import restrictions 
were eased, the imports of primary producing countries, taken as a 
group, rose above year-ago levels for the first time since early 1958. 

In last year’s Report I referred to the progress made during the 
past decade towards international financial balance which was 
reflected in an increase of $8.5 billion in the gold reserves and of 
$10 billion in the dollar holdings of countries other than the United 
States (excluding the Sino-Soviet group) in the ten years 1949- 
1958. ‘This progress continued in 1959, when other countries 
gained approximately $3.7 billion in gold and dollars in their trans- 
actions with the United States. (This excludes the $1.4 billion 
which the United States paid to the International Monetary Fund 
in connection with the increase in its Fund quota.) In addition, 
new gold production in the western world and Russian gold sales 
added perhaps another $1 billion to the official reserves of countries 
other than the United States. 

Although the United States payments deficit was somewhat 
higher in 1959 than in 1958, gold losses were considerably less, 
largely because the firming of short-term interest rates increased 
the relative attractiveness, to the countries gaining reserves, of hold- 
ing short-term U.S. government securities. Nevertheless the 
magnitude of the deficits—$3.4 billion in 1958 and an estimated 
$3.7 billion in 1959—has focused the attention of the United States 
authorities on the problems that would be involved if such trends 
were prolonged. The lines of policy which have been followed 
so far with a view to reducing the deficit have not imposed burdens 
on other countries. United States policy has not sought to restrict 
the flow of imports for balance of payments reasons, nor to cut the 
total flow of foreign aid. Rather it has sought to increase exports— 


12 


by improving competitiveness and strengthening sales efforts, and 
by pressing for the removal of foreign import restrictions — and to 
persuade other countries financially able to do so to look after a 
larger share of the increased foreign aid requirements of under- 
developed countries. 

For Canadians, it is worth pondering that even a country of the 
enormous economic strength of the United States, accounting as it 
does for well over a third of the total production of the Free World 
and still holding nearly $20 billion in gold — almost half the world’s 
gold reserves—as well as huge foreign assets, can find itself in a 
position where it must give thought to its balance of payments and 
to the impact of its domestic economic policies on its international 
position. 

In referring to the improved international financial position of 
Western Europe in my last Report, I pointed out that there was no 
longer any justification for maintaining discriminatory import re- 
strictions, and expressed the hope that arrangements for regional 
economic cooperation in Europe would not interfere with a rapid 
dismantling of existing controls against dollar goods. Substantial 
progress in reducing discrimination was made in 1959 by a number 
of countries, and though a good deal remains to be done the remain- 
ing discriminations are widely recognized as the vestigial remains 
of an earlier period which are no longer appropriate or defensible 
in present conditions. 

This does not mean, however, that all will be clear sailing in the 
future. The problem of regional groupings remains unresolved. 
The establishment in 1957 of the European Economic Community, 
or “common market’’— a customs union comprising France, Ger- 
many, Belgium, Luxembourg, Netherlands and Italy — was followed 
by the formation in 1959 of another group called the European 
Free Trade Area and consisting of the United Kingdom, Austria, 
Denmark, Norway, Portugal, Sweden and Switzerland. The 
former group, the “common market” countries, are in process of 
determining the level of their common tariff and the nature of their 
common agricultural policy, which are matters of vital concern to 
Canada and other trading countries. Europe is a large and grow- 
ing market for Canadian goods, and we have a great interest in 
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maintaining access to this market on reasonable terms. An import- 
ant step looking towards a constructive solution of the difficult 
problems involved in the relationship of the two regional European 
groups with other countries was taken early in 1960 when arrange- 
ments were made for the Western European countries and the 
United States and Canada to have joint discussions of outstanding 
problems of trade policy and to consider new institutional arrange- 
ments for continuous consultation on economic matters. 

Whatever turn the trading policies of the European regional 
groupings may ultimately take, there are certain basic factors which 
will affect Canada’s trading position in the years ahead. The great 
economic recovery of Europe and the development of raw material 
resources in various parts of the world have resulted during the 
past few years in a remarkable increase in the competitiveness of 
international trade. During the 1950’s Canada enjoyed a combina- 
tion of advantages in its external position. There were long ac- 
crued demands for our staple exports, particularly of minerals, when 
other sources of supply were inadequate, which also made attractive 
the development of new sources in Canada. In addition our special 
locational advantage as a source of supply, notably of strategic 
materials to the United States market, was emphasized by the 
extreme tensions of the early cold war period. These advantages 
have diminished during the past two or three years. The short-fall 
in the world supply of most of the commodities which make up our 
staple exports has been overcome by the development of increased 
capacity in a number of other countries as well as Canada; changes 
in strategic military concepts have altered the role of various raw 
materials. 

In a number of important respects therefore, it seems likely that 
Canadian exports will be less assisted by specially favourable condi- 
tions than in the recent past and will have to depend more on ability 
to meet stiff competition in a world in which alternative sources of 
supply are now readily available. Even on the assumption of 
favourable developments in the trading policies of European and 
other countries, merely passive reliance on presumed natural advan- 
tages cannot be expected to improve or indeed even to maintain 
our position in world trade. 
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The Canadian Balance of International Payments 

After a decade or more in which distortions and restrictions left 
by the war have been diminishing and in which trading conditions 
and opportunities have been developing in a direction generally 
favourable to the most competitive producers, it may be useful to 
review in some perspective the recent trends in Canada’s trade and 
payments position. These are shown in the table and charts on 
the following page. 

The outstanding feature of Canada’s balance of international 
payments in recent years has been the size of our deficits on current 
account. Over the past four years the total of such deficits has 
been $5,335 million, with the figure for 1959 at $1,460 million, a 
new record high. During this period it was possible for deficits 
of such a size to be financed without adverse effects on our exchange 
reserves or a fall in the exchange rate because foreigners took 
advantage of Opportunities, or were induced by Canadian govern- 
ments and other borrowers, to provide large amounts of capital and 
loans to the Canadian economy; indeed the capital inflow was so 
large as to maintain the external value of the Canadian dollar at a 
high level. 

The very large over-all current deficits of recent years have 
arisen both because merchandise imports have exceeded merchan- 
dise exports, and because payments for services and foreign debt 
charges have increased continuously and now greatly exceed 
receipts of the same nature. Such payments cover a wide range of 
_ business and personal transactions— freight and shipping, travel, 
business payments for advertising, insurance, administrative charges 
and research, patents, etc., also defence and other Government 
services and personal remittances — as well as transfers of interest, 
dividends and profits. Transactions of this kind, together with 
gold production available for export and transactions having the 
characteristics of gifts, are usually referred to as transactions on 
non-merchandise account, or “invisible” exports and imports. The 
recorded excesses of payments over receipts on non-merchandise 
account, details of which are shown in the table on page 17, have 
risen steadily during the nineteen-fifties to a level of $1,074 million 
in 1959. These are balance of payments figures and do not include 
retained (i.e. unremitted) profits accruing to non-residents from 
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Balance of Payments Trends: 1948-1959 


Physical Volume Indexes 
Balance of Payments on Current Account 1948 = 100 


(millions of dollars) 


Mercuamaies recs Non-Merchandise Current Merchandise Merchandise 
Exports Imports Transactions Account Exports Imports 
(a) (1) Balance (net) Balance (2) (2) 


1948 3,030 2,598 432 19 451 100.0 100.0 
1949 2,989 2,696 293 —116 by a 94.2 102.0 
1950 3,139 ol2o 10 — 344 — 334 93.6 109.2 
1951 3950 43097" — 147 —370 —517 103.5 1220 
1952 4,339 3,890 489 —325 164 114.9 138.0 
1953 4,152 4,210 —58 — 385 — 443 1138.2 151.0 
1954 3,929 3,916 13 — 445 —432 109.6 141.0 
1955 4,332 AAs 211 — 487 — 698 118.3 160.3 
1956 4,837 5,565 —728 —638 — 1,366 128.3 190.0 
1957 4,909 5,488  —579 — 845 — 1,424 129.8 182.5 
1958 4,890 5,060  —170 —915 — 1,085 130.5 168.3 
1959* 5,152 5,588 —386 —1,074 — 1,460 134.1 187 .2*@ 
Source: Dominion Bureau of Statistics. 
(1) Adjusted to balance of payments basis. (2) Not adjusted to balance of payments basis. Export series excludes” 

exports of foreign produce. * Preliminary. %** Estimated. 
BALANCE OF PAYMENTS ON CURRENT ACCOUNT MERCHANDISE EXPORTS AND IMPORTS 

Annual: Billions of Dollars Annual: Billions of Dollars 
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Commodity Terms of Trade 


Price Indexes, 1948 = 100 COMMODITY TERMS OF TRADE®* 
Terms Annual: Indexes 1948=100 

ia a purports ot Frade 

1948 100.0 100.0 100.0 

1949 103.3 102.6 100.7 

1950 108.3 110.3 98.2 

1951 123.0 126.2 97.5 

1952 121.8 110.4 110.3 

1953 118.3 109.4 108.1 

1954 Pol 109.5 105.1 

1955 ery, 110.5 106.5 

1956 121.4 EW 107.4 

1957 Al is: 116.4 104.2 

1958 120.6 116.5 103.5 

1959 io." ra 5? 1OT AS 





Source: Dominion Bureau of Statistics. 


i948 49 50 5I 52 53 54 55 56 57 58 1959 
* Preliminary. ** Estimated. * Export price index divided by import price index. I 
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Non-Merchandise Transactions in the Estimated 


Balance of International Payments on Current Account U Ce a 
(millions of dollars) Profits on 
Foreign 
Gold Freight Interest Other Non- Total faves 
Production and and Merchandise Non- in Canada 
Available Shipping Travel Dividends Items Merchandise|| (millions of 
for Export (net ) (net) (net) (net) Deficit (—) dollars) 
1948 119 57 145 —255 —47 19 160 
1949 139 50 92  —307 — 90 Sth 155 
1950 163 —17 49 —384 =D — 344 155 
1951 150 as —6  —335 176 —3/0 200 
1952 150 8 — 66 — 268 — 149 —325 290 
1953 144 —56 — 63 — 239 = i —385 340 
1954 155 —43 —84  —276 = 197 —445 300 
1955 155 —17 — 121 —323 —181 — 487 370 
1956 150 —45 —161 — 381 = 2U1 — 638 480 
1957 147 -70 —-162 —433 —327 — 845 450 
1958 160 -—59  -—193 —420 — 403 915 n.a. 
1959* 147 —95  —192 —486 — 448 —Ot4 n.a. 


puree: Taare Bureau of Statistics. 

Canadian business operations, the bulk of which are shown in the 
last column of the table. 

The widening non-merchandise deficit reflected a much greater 
risé in payments than in receipts; from 1950 to 1959 non-merchan- 
NON-MERCHANDISE TRANSACTIONS dise p pe PANEER by 85 per 
ae ne cent while receipts rose by 45 
per cent. Within the totals a 
growing deficit was recorded 
in almost all the components. 
PAYMENTS Through the period the largest 
change, that in the travel ac- 
v4 count, was due to a continuing 


} LLL RECEIPTS LiL rapid increase in Canadian 
eae | travel expenditures outside 


Canada. The travel account 
swung into deficit early in the 
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tom 49 es = 52 53 54 55 56 57 58 a 1950’s as foreign exchange 
control limitations on Canadian travel expenditures were removed, 
and the annual deficit has since grown to nearly $200 million. With 
the growth of overseas travel the Canadian travel deficit with over- 
seas countries has been rising as rapidly as that with the United 
States. There has also been a large increase during the period in 
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the deficit on interest and dividends. The decline in net interest 
and dividend payments from 1950 to 1953 coincided with equally 
large increases in the unremitted portion of annual profits accruing 
to non-residents from direct investment in Canada; since 1953 
annual net interest and dividend payments have doubled, reaching 
$486 million in 1959, and retained profits have also been greater. 
Taken together, the changes in interest, dividend and travel com- 
ponents account for about 45 per cent of the growth since the early 
1950’s in the non-merchandise deficit. The remainder was made 
up of larger deficits in the international exchange of freight and 
shipping services, business services, government services and official 
contributions, and a variety of personal remittances. 

The record of recent years points up clearly the fact that the 
total volume of spending in Canada, and the nature and direction 
of our spending, have given rise to a persistent upward tendency 
in the non-merchandise deficit, which is now very large and grow- 
ing larger. The over-all current account might however have 
been kept in balance if there were a substantial and growing surplus 
from trade in goods. So far no such surplus has emerged. On 
the contrary, Canada has had a very considerable deficit on mer- 
chandise account in recent years. 

As shown in the table and charts on page 16, the large mer- 
chandise surplus of 1948 had been virtually eliminated by 1950 due 
to a 9 per cent rise in the physical volume of imports (reflecting 
in part the progressive removal of import restrictions imposed in 
1947 under the Emergency Exchange Conservation Act) and to 
some decline in the volume of exports as overseas countries tight- 
ened their restrictions on dollar imports. In 1951 and 1952 the 
volume of imports increased by about the same amount as the 
volume of exports. However in 1952, the terms of trade, i.e. the 
ratio of export prices to import prices, changed markedly in Can- 
ada’s favour with the sharp decline in import prices which followed 
the end of the Korean war boom. The net result of all these 
factors was a surplus on merchandise trade of $489 million in 1952, 
the last year to show a surplus of any consequence. It was re- 
placed by a merchandise deficit of $58 million in 1953 as the volume 
of imports again rose substantially, while export volume was down, 
and the terms of trade moved slightly against us. The merchandise 
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deficit reached a peak of $728 million in 1956 and amounted to $386 
million in 1959. ‘The terms of trade were approximately the same 
in 1959 asin 1953, with average export prices 4 per cent and average 
import prices 44 per cent higher, so that the weakening of our 
trade balance arose not from movements in the relationship of export 
and import prices but from an increase in the physical volume of 
our imports which was much greater than the growth in the physical 
volume of our exports. 


The total value of Canadian — MERCHANDISE EXPORTS : MAIN GROUPINGS 
merchandise exports fell by 5 m ANI Beep ts Bi 
per cent from 1953 to 1954, | | | 
rose by nearly 25 per cent to eT 
1956, remained steady in total 
during 1957 and 1958, and 
began to rise again in 1959. 
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Movements in the four main oa Paopucts 
groupings of merchandise ex- 
ports are shown in the ac- : tee AND MISCELLANEOUS GOODS | - 
companying chart. Most of 

the increase in total exports © 
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in this period was in exports 
of metals and minerals, mainly to the United States. “The changes 
from 1953 to 1959 in the main items within this group are as follows: 


Exports in 
1953 1959 Change 
(millions of dollars) 

Weaninm’’ oi) heels. OTS 10* S12 +-302* 
Om Oreie nd ii osy Aneee Shor AC 3l 158 +127 
Petroleum and products ete: ri 97 + 90 
0 i ee ee arn oe Poe 163 227 + 64 
Primary ironand steel . . . . 88 129 + 41 
Aluminum and products mpheo le 178 vac + 54 
Copper and products . . . . 125 166 + 41 
Lead and zinc and products. ... 96 $l — 15 
All other metals and minerals .. 206 255 + 49 

904 1,657 +753 


* Approximate 
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Within the forest product group, newsprint exports rose by $104 
million over the period and total exports of lumber and all other 
forest products were up by $124 million. Exports of grains and 
flour were unusually high in 1953 (though down somewhat from 
1952) and their subsequent fall was partly offset by some growth 
in exports of other farm and fishery products. In the remaining 
category there was an increase over the period in exports of a 
variety of chemicals and of alcoholic beverages and a sharp drop 
in overseas shipments of automobiles and trucks. 

In the last two or three years exports of some commodities have 
not risen as much as capacity, and there 1s some potential for growth 
of such exports in future from existing facilities if prices, costs and 
market conditions are favorable. 


Merchandise imports have shown a stronger upward trend than 
exports, and have also been much more sensitive to the swings in 
the business cycle. Reflecting changes in the level of Canadian 
economic activity, imports rose in 1953, fell in 1954, rose sharply 
in 1955 and early 1956, declined in 1957 and 1958 and then rose 
again in 1959. ‘The fluctuations have been most pronounced in 
imports of industrial materials (including fuels) and investment 


MERCHANDISE IMPORTS BY END USE® goods (machinery and struc- 
Seasonally Adjusted at Annual Rate. 

Cees bias ppunshs } tural comp onents) ¥ Imp orts 

2.5 of consumer goods rose less 

a elica hee sharply than the other two 


2.0 





main categories of imports 
during periods of strong 
economic expansion but they 
also fell less, or not at all, 
when total economic activity 
slackened, and over the 
period since 1953 this is the 
sibliditivbitititiititil.s category which has shown 
® Figures for 1948 and 1949 are not available. the greatest expansion. 











To sum up, there has been a large and persistently rising deficit 
on non-merchandise current transactions, and instead of achieving 
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a surplus on merchandise trade which would have offset this at least 
in part, we have developed a persistent merchandise deficit as well. 
There has therefore been a large increase in the over-all deficit on 
current account which in 1959 reached the record level of $1,460 
million. 

Along with the large increase in the over-all current deficit there 
has been a shift in the regional pattern. For many years it was 
taken as axiomatic that 


BALANCE OF PAYMENTS ON CURRENT ACCOUNT 
Canada would have a sub- WITH THE UNITED STATES AND OVERSEAS 
stantial current account sur- COUNTRIES 


Annual; Billions of Dollars 


plus with overseas countries : 
which would balance in 

whole or in large part the ese g 
long-standing deficit with ay, 
the United States. Before 1 : 
the war current receipts 
















fromoverseas countries ex- |" A Nes 0 
ceeded payments on the Ge i a 
average by more than a third. eee obi Menabeye raiies ea ew 
In 1953 the net surplus with DP eunpriis 








overseas countries was $461 
million; it declined every 
year through 1958, and in 1959 there was a current account 
deficit with overseas countries. “The explanation does not lie solely 
with merchandise trends, for income on rising investments in 
Canada by overseas countries and growing tourist expenditures by 
Canadians overseas and other invisible payments have played a part, 
but in relation to these overseas countries it is the increase in 
commodity imports relative to exports which has been the dominant 
factor. Since 1953 Canadian exports to overseas countries have 
increased by $266 million with lower shipments of farm products 
partly offsetting increases in other exports, while Canadian imports 
from overseas have increased by $664 million. Imports from the 
United States fell sharply in the 1957/58 recession and have still 
not fully reached their earlier level, but imports from overseas 
sources did not decline and have now risen to new record levels. 
In 1959 they made up 33 per cent of Canadian imports compared 
with 28 per cent in 1953. 


1946 49 50 5! 52 53 54 55 56 57 58 1959 


pay 


Current Account Balance of Payments by Regions 


With Overseas Countries 


(millions of dollars) 
Merchandise Balance Non-Merchandise 
With Balance With 
Overs Over- 
seas All seas All 
Coun- Coun- Coun- Coun- 
Ba ee Ta eee cee eee 
1948 —289 +721 +482  —104 +123 +19 —3893 
1949 —378 +671 +2938 —223 +107 -—116 =-—é601 
1950 —47 +57 +10 -—353 +9 -—344 —400 
1951 —516 +369 —147 -—485 +65 —370 —951 
1952 —471 +960 +489 -—378 +53 -—325 —849 
1953 oor od) 00) t= OL0. v-- OU Ue = oo0unn — U4 
1954 —445 +458 +13 —362 -—88 —445 —807 
1955 —685 +474 —211 -—350 —137 —487 —1,035 
1956 —1,167 +489 —728 —472 —166 -—638 —1,639 
1957 —947 +368 —579 —621 —224 -—845 —1,568 
1958 moot Odo 8 iret —O00 aU) fom GLb e 114 
1959* —518 +182 —386 -—718 —356 —1,074 —1,236 
Merchandise Trade”) by Regions 
(millions of dollars) 
With the United States 
Net 
Exports Imports Imports Exports 
1948 1,508 DOs — 289 1,522 
1949 Lo2t 1,899 — 378 1,468 
1950 2,046 2,093 —47 1,093 
1951 2,326 2,842 — 516 1,624 
1952 2,346 2,317 —471 1,993 
1953 2,458 3,046 — 588 1,694 
1954 2,399 2,800 —445 1,574 
1955 2,598 3,200 — 685 1,734 
1956 2,854 4,021 —1,167 1,983 
1957 2,931 3,878 — 947 1,978 
1958 2,909 3,437 — 528 1,981 
1959* 3,192 3,710 — O18 1,960 


Source: Dominion Bureau of Statistics. 


(1) Adjusted to balance of payments basis. 


* Preliminary. 
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Total Balance 
With 


Over- 
seas 
Coun- 
tries 
| =e 


+844 
+778 
+66 
+434 
+1,013 
+461 
+375 
+337 
+273 
+144 


Imports 


801 

(97 
1,036 
1,255 
1,033 
1,164 
fH6 
1,260 
1,544 
1,610 
1,623 
1,828 





~1,366 
—1,424 


Net 
Exports 
+721 
+671 
+57 
+369 
+960 
+530 | 
+458 
+474 
+439 
+368 
+358 
+1327 





CURRENT ACCOUNT WITH THE UNITED STATES AND OVERSEAS COUNTRIES 


Annual: Billions of Dollars 


MERCHANDISE TRANSACTIONS NON-MERCHANDISE TRANSACTIONS 


ye 


WITH U.S.A. 






Kc 


WITH OVERSEAS COUNTRIES 





0 0 0 
48 49 SO 5! S2 53 S4 55 56 57 58 I959 i948 49 50 51 S2 53 54 55 S56 57 58 1959 


The experience of sharply rising imports from overseas countries 
is not unique to Canada; it has also been an important factor in the 
balance of payments of the United States during the past few years. 
The success of overseas exporters in the North American market 
cannot be attributed to any single factor but one of the most 
important has undoubtedly been the maturing of the post-war 
recovery of these countries and their success in reducing the internal 
pressures of excess demand, thereby releasing goods for export. 
Goods have become available more promptly and in larger quan- 
tities, and they have been vigorously marketed. In addition, an 
important part seems to have been played by the high standards 
of quality, style and design which have been incorporated in many 
of the products of the overseas countries, and by the diversification 
of tastes on this continent. The restoration of overseas manufac- 
turing countries to something more closely approaching their 
position of a couple of generations ago has undoubtedly caused 
important changes in Canadian trade. 

Canada’s over-all current account deficits have been financed by 

net international receipts on capital account without any significant 
changes in official holdings of gold and foreign exchange. One of 
the main elements in capital receipts, foreign direct investment, has 
ranged between $400 million and $600 million per annum since 
1953, and in 1953 and 1954 was almost large enough by itself to 
cover the current account deficit. The increase in the deficit in 
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Balance of International Payments on Capital Account 





(millions of dollars) 


1948 1949 1950 1951 


Foreign direct investment in Canada“) . . +71 +94 +222 +2309 
Canadian direct investment abroad . . . +15 +13 +36 — 20 


Net sales of new issues of Canadian securities 
Government of Canada (incl. guaranteed). 
Provincial (incl. guaranteed) . . . . not available 
Municipal (incl. guaranteed) 
Corporate bonds 


Corporate stocks 














EE aL OTE Ores oe ae tsk ce: is +36 —42 —74 +227 

Other transactions in bondsand stocks . . . —5d +28 +405 +53 

mipoineriiemse eh Ae ee —568 —270 —255 —52 
Over-all capital receipts (+) or payments (—)= 

total financing of current account. . . . —401 —-177 +834 +517 


Source: Dominion Bureau of Statistics. 


(1) Exclusive of retained (i.e. unremitted) earnings. 


(2) Newly-issued Canadian securities sold to non-residents at time of issue, mainly payable in foreign currency 
but including also those payable in Canadian dollars, less retirements of foreign-held issues. 


recent years has, in effect, been financed mainly by a large increase 
in net sales to non-residents of Canadian-debtor securities, most of 
them payable in foreign currencies. Net sales to non-residents of 
new issues of Canadian securities in the last four years averaged 
$538 million per year, and the international trade in outstanding 
securities also showed a substantial net sale by Canadian investors 
to non-residents. These capital movements have provided most of 
the financing of the current account deficit but changes in short- 
term assets and liabilities, including appreciable changes in com- 
mercial accounts receivable and payable, have also been a factor 
in some periods. 
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1952 1953 1954 1955 1956 1957 1958 1959* 


+346 +426 +392 +417 +583 +514 +420 +500 


—77 —63 —81 —74 —104 —68 —48 —60 
—17 —78 —61 —95 —74 —13 +51 —44 
+69 +115 +63 —16 +209 +111 4-123 +279 
4-29 +61 +17 +25 +94 +99 +118 +121 
+124 +51 +98 +11 +-232 +432 +200 +54 
92 +40 +11 +57 +65 +36 +27 +30 
20 a et ee te: is +526 +665 +519 +440 

m —102 —31 +39 — 33 +201 +98 +91 +187 
—558 —78 —46 +406 +160 +215 +103 +393 





—164 +448 +4382 +698 +1,566 +1,424 +1,085 -+1,460 


















































(3) Includes changes in commercial accounts receivable and payable, changes in business loans, drawings and 
repayments of Government of Canada loans to foreign governments, changes in Canadian dollar holdings of 
non-residents, changes in official exchange holdings, changes in private Canadian holdings of foreign currencies 
and Canadian subscriptions to international institutions. 

* Preliminary. 


Current account deficits and the capital movements by which 
they are financed involve corresponding increases in international 
indebtedness. In addition, our net foreign debt has risen by reason 
of unremitted earnings left in Canada or reinvested in Canadian 
operations by foreign-controlled firms, which are reflected in the 
book value of foreign investment in Canada although they do not 
enter the published statistics on the balance of payments. From 1953 
to 1959 inclusive the amounts of unremitted earnings averaged over 
$300 million per year and were about $2.5 billion in total. Other 
technical factors, mostly having to do with the valuation of assets, 
also affect the reconciliation between the sum of current account 
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Balance of International Indebtedness”) 


(Billions of dollars ) 
Other Government Canadian 

ee Situs FCP rer conten 
Perret pote Sait |e cy) Tae esas | redeecereal 
1948 3.3 5.5 8.8 2.3 id 1.6 4.9 3.9 
1949 3.6 oe 9.3 2.4 1h 19 5.9 3.8 
1950 4.0 6.5 10.5 2.4 ico 9 6.2 4.3 
1951 4.5 6.8 11.3 2.3 1.8 2.2 6.3 5.0 
1952 5.2 Ge ru Loo 2.3 1.8 2.6 O27 5.1 
1953 6.0 G9 912.9 2.2 1.8 2.9 6.9 6.0 
1954 6.8 (i ee ea Ze 1.9 3.2 7.2 6.8 
1955 rie E007 010.8 2.0 1-9 3.5 7.4 io 
1956 8.9 BS Mandel 2.0 1.9 3.8 cad, 10.0 
1957 10.1 OS leo 16s) 1.8 4.4 8.1 £19 
1958 11.0 LOCC 21h i) 1.9 4.4 8.2 13.5 
1959* 11.9 1271 2124.0 2.1 1.8 4.7 8.6 15.4 


Source: Dominion Bureau of Statistics. 





(1) Including short-term indebtedness relating to commercial accounts receivable and payable. | 

(2) Government of Canada loans outstanding to foreign countries and subscriptions to the International Monetary | 
Fund, the International Bank for Reconstruction and Development, and the International Finance Corporation. 

(3) Canadian dollar equivalent. 

* Preliminary. 


THE CANADIAN BALANCE . : . 
OF INTERNATIONAL INDEBTEDNESS® deficits and the increase in net 
Bs ae ne Rise Gera international indebtedness. 


Thus over the seven years 
1953 to 1959 inclusive, when 
Canada’s current account de- 
ficits totalled $6.9 billion, our 
net international indebtedness 
rose by $10.3 billion. At the 
Peas end of 1959 it was $15.4 bil- 

REIMER ARON sae lion, having nearly doubled 
over the last four years and 
having tripled over the last 
seven years. 


FOREIGN INVESTMENT IN CANADA 





INTERNATIONAL INDEBTEDNESS 





0 0 
1948 49 5O 5I So 53 54 $5 S56 57 56. 1959 
* For composition of items in the chart see table above. 
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Economic Developments 

In both Canada and the United States the recovery which began 
in 1958 developed into a broadly based expansion in 1959. For the 
year as a whole the total output of goods and services in the United 
States increased by 9 per cent in value and by 7 per cent in physical 
volume from the previous year. In Canada, where the recession 
had been less marked than in the United States, the increase was 
7 per cent in value and 5 per cent in physical volume. The rising 
trend of total output in both countries was impeded during much 
of the second half of the year by the direct and indirect effects of 


prolonged industrial dis- gross NATIONAL PRODUCT - CANADA AND U.S.A.! 
Barc’ but the demand for aio Seas gee Rates 

the affected products which Canada Quarterly: Billions of Dollars U.S.A. 
was unsatisfied during this ~ 
period was reinforcing the 3 
underlying expansive trend 

at the year-end. In both ~* 
countries the increase in 
employment exceeded the 
growth in the labour force, 26 
and the decline in the level 
of unemployment, seasonally 


adjusted, which began in the 
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55 cS . 1955 1956 1957 1958 1959 
spring of 1958 continued in 
i. Scales are in the ratio of 1:14, the average ratio of 
195 9 Canadian to U.S. G.N.P. in 1955-59. 
° 2. The Canadian series excludes changes in farm inventories 
and commercial grain stocks. The constant price series 
Through most of 195 8 for Canada is an unpublished estimate. 


and the early months of 1959 the swing from inventory liquidation 
to inventory accumulation provided a strong stimulus to output. 
After the first quarter, inventories ceased to be an important influ- 
ence in Canada, whereas in the United States inventory investment 
moved first higher and then sharply lower under the impact of the 
steel strike. In both countries, however, the net result of these 
trends was an unusually low ratio of manufacturers’ inventories to 
sales at the year-end. 

Consumer spending in Canada, which had been one of the im- 
portant sustaining and expansionary influences in 1958, continued 
to grow in 1959 and for the year as a whole was up by 6 per cent; 
the increase was 11 per cent in the case of purchases of new auto- 
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RECENT ECONOMIC DEVELOPMENTS IN CANADA AND THE UNITED STATES 


GROSS NATIONAL PRODUCT 
Quarterly: Indexes 1955 =100 
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BUSINESS FIXED CAPITAL INVESTMENT! 
Quarterly: Indexes 1955=100 











1955 1956 1957 1958 1959 


1, Expenditures on non-residential construction, machinery 
and equipment. 


EXPORTS OF GOODS AND SERVICES 
Quarterly: Indexes 1955=100 
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CHANGE IN BUSINESS INVENTORIES! 
Canada Quarterly: Billions of Dollars UiS<As 











1955 1956 1957 1958 1959 


1. Excludes change in farm inventories. The scales are in 
the ratio of the stock of inventories in the two countries. 


EXPENDITURE ON NEW HOUSING 
Quarterly: Indexes 1955=100 
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IMPORTS OF GOODS AND SERVICES 
Quarterly: Indexes 1955 =100 
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Seasonally Adjusted 





LABOUR INCOME 
Quarterly: Indexes 1955=100 
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CONSUMER EXPENDITURE ON GOODS & SERVICES 
Quarterly: Indexes 1955 ==100 
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EMPLOYMENT 
| Monthly: Indexes 1955 2100 
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1, Persons with jobs. 














CORPORATE PROFITS 
Quarterly: Indexes 1955=100 
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CONSUMER PRICE INDEX? 
Monthly: Indexes 1955=100 








i955 1956 1957 1958 1959 


1. Not adjusted for seasonal variation. 


UNEMPLOYMENT. 
AS A PERCENTAGE OF LABOUR FORCE 


Monthly: Per Cent 





1955 1956 1957 1958 1959 


1, Labour force seasonally adjusted less persons with jobs 
seasonally adjusted. 


mobiles. Despite a rise in personal tax payments, income after 
taxes increased a little more than consumer spending and the rate 
of net personal saving in 1959 was higher than in 1958. Consumers 
also borrowed on a substantial scale in 1959: consumer debt out- 
standing rose more than in any year since 1955. 

After falling through most of 1958 the trend of business capital 
outlays rose during 1959. With sales and profits sharply higher in 
1959 for most industries, surveys of investment intentions for 1960 
in both Canada and the United States indicate a continuation of the 
upward trend in gross new investment in plant and equipment. 


GROSS FIXED INVESTMENT CLASSIFIED BY SECTOR 


Annual: Billions of Dollars 


Ratio Scale 








oote 
of” SERVICE! 
2? INDUSTRIES 





Roesecan eq = 550505600 STINT SS | S89) 1960 


1. Trade, finance, commercial and institutional services, and 
the construction industry. 





Ratio Scale 








UTILITIES 











; 0.4 
1952 53 54 SS 56 57 58 59 i960 
1. Including manufacturing of forest and metal products. 


GROSS FIXED INVESTMENT CLASSIFIED BETWEEN PRIVATE AND PUBLIC 


Annual: Billions of Dollars 


PRIVATE AND PUBLIC 


Ratio Scale 











| | (ess 

1952 53 54 55 56 Sif 58 59 1960 

1. Capital outlays by private enterprises and on privately financed housing. 

2; ae outlays by government departments, institutions and enterprises including public housing and C.M.H.C. financing of N.H.A. 
mortgages. 
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Ratio Scale 
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In Canada in 1959 the total of private and public capital outlays 
on fixed investment is estimated at $8,411 million as compared with 
$8,364 million in 1958. Capital expenditures by utilities were down 
substantially, reflecting the completion of the St. Lawrence Seaway 
and the Trans-Canada gas pipeline. There was little change in 
capital outlays by manufacturing concerns, but a substantial increase 
occurred in agriculture. Capital outlays were also higher in the 
service industries, which have represented a growing proportion of 
total economic activity in recent years. Capital expenditures by 
government departments increased sharply but the total amount 
of fixed investment financed by governments or under government 
guarantee was lower than in 1958. 

Investment intentions for 1960 as recorded in the latter part of 
1959 indicate that there will be a considerable further increase in 
capital outlays on industrial machinery and equipment, and this is 
confirmed by the continued strength of new orders placed with 
Canadian producers of such goods. Plans for non-residential con- 
struction are also appreciably higher in 1960, and residential con- 
struction is the only major category of investment for which a 
decrease is indicated. Capital expenditures financed by govern- 
ments or under government guarantee are expected to increase 
slightly. | 

The total of expenditures by federal, provincial and municipal 
governments for all purposes continued to rise during the year 
though at a slower rate than in 1958. ‘Total government revenues 
were buoyant, rising more rapidly than expenditures, so that the 
over-all deficit of all governments was appreciably reduced from the 
very high level reached in 1958. Nearly all of the reduction in the 
deficit occurred in the case of the federal government. The com- 
bined deficit of all provinces and municipalities appears to have 
changed relatively little from the previous year with improvements 
in the position of some governments being offset by increased 
deficits in the case of others. 

The expansion of economic activity brought an increased yield 
from direct and indirect taxes, which in the case of the federal 
government was reinforced by increases in the rates of personal 
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OUTSTANDING DEBT! OF NATIONAL 
GOVERNMENT AND ITS AGENCIES: 


CANADA AND THE UNITED STATES 


Monthly: Indexes 1955 =100 








1955 1956 1957 1958 1959 60 

1. Total debt of Government (including Government 
agencies) held outside Government accounts less Govern- 
ment bank balances. 


and corporate income taxes 
and the general sales tax in 
the April budget. Defence 
expenditure and unemploy- 
ment insurance payments 
were lower, and the scale of 
Government-financed _resi- 
dential mortgage lending, 
and of other Government 
advances for special purposes 
was smaller. The increase in 
the Government’s outstand- 
ing debt was again substan- 
tial, but only about two- 
thirds as great as in 1958. 


Expenditure on housing construction in 1959 was little changed 
from the previous year’s total though it was somewhat below the 
exceptionally high rate reached in the latter part of 1958. The 


HOUSING STARTS 
Seasonally Adjusted at Annual Rates 
Canada Quarterly: Thousands of Units U.S.A. 
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number of housing units 
completed in 1959 all but 
equalled the previous year’s 
record of 147,000. The 
number of units started was 
down from 165,000 to 
141,000, the whole of the 
reduction being accounted 
for by starts financed under 
the National Housing Act. 
The maximum rate of inter- 
est on N.H.A. mortgages 
was increased in December 
from 6 to 63 per cent. 


Total Canadian merchandise exports began to rise early in 1959. 
By mid-year they were well above the level which had been fairly 
steadily maintained from 1956 through 1958, and after a pause in 
the summer the upward movement was resumed. ‘The upswing 
in the first half of 1959 was the result of increased shipments to the 
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United States. After mid-year, exports of industrial materials to 
countries other than the United States rose sharply, reflecting the 
strength of the economic recovery overseas, and in the fall months 
renewed growth developed in exports to the United States. “Total 
exports for the year were 5 per cent above 1958. 


The composition of our exports in 1959 was somewhat different 
from that of 1958 and more like the pattern of earlier years, as some 
of the exports which had shown unusual strength in 1958, notably 
military aircraft and cattle, declined substantially. “These declines 
were more than offset by increases in a broad range of metals and 
minerals, wood and paper products, chemicals and farm machinery. 
The increases in the main reflected a rising physical volume of 
trade, although higher prices were recorded for a number of export 
commodities, notably lumber, copper, zinc and aluminum. 


MERCHANDISE EXPORTS MERCHANDISE IMPORTS 
Monthly: Millions of Dollars Monthly: Millions of Dollars 


|} -—— Unadjusted 
exes 3-month Centred Moving Average 
of Seasonally Adjusted Series 


—— Unadjusted 
ws 3-month Centred Moving Average 
of Seasonally Adjusted Series 
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Merchandise imports rose somewhat irregularly during 1959, 
advancing in the first half, then easing off, and finally moving up 
again at year-end, as shown in the chart above. For the year as a 
whole, merchandise imports were 9 per cent higher than the previous 
year with a wide range of commodities contributing to the increase, 
including all three of the major categories: industrial materials 
entered Canada in larger volume to meet the demands of a higher 
level of industrial activity; the rising requirements for machinery 
and equipment led to higher orders placed with foreign as well as 
domestic suppliers; and imports of consumer goods, particularly of 
automobiles from overseas countries, continued to increase. 


33 


Including non-merchandise transactions, the total of all imports 
of goods and services rose about 9 per cent in 1959, while exports 
of goods and services rose about 5 per cent. The net current 
deficit in the Canadian balance of international payments increased 
by one-third, widening from $1,085 million in 1958 to $1,460 
million in 1959. Most of the increase in the deficit occurred in the 
balance on merchandise trade but the net deficit on non-merchandise 
transactions also rose, reaching a record level of $1,074 million. 


Employment in Canada expanded through 1959; the average 
number of persons with jobs was 2.7 per cent greater than in 1958. 
Expansion in non-farm employment more than offset a decline in 
farm employment which was somewhat less than in recent years. 
The increase of 1.6 per cent in the labour force was appreciably 
less than in recent years, partly because immigration was lower and 
partly because the proportion of the population of working age in 
the labour force did not follow the rising trend of previous years. 
The consequence of these developments was a decline in the number 
of persons without jobs and seeking work, which averaged 5.6 per 
cent of the labour force in 1959 compared with 6.6 per cent in 
1958; in December 1959 the figure was 5.2 per cent on a seasonally 
adjusted basis. 


LABOUR FORCE AND EMPLOYMENT PERSONS WITHOUT JOBS AND SEEKING WORK 


Monthly: Millions of Persons Monthly: Thousands of Persons 


exes 3-month Centred Moving Average 
of Seasonally Adjusted Series 


CIVILIAN LABOUR FORCE 
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The consumer price index at the beginning of 1960 was 1 per 
cent higher than a year before. Food prices fell in the spring of 
1959 but rose again in the autumn and ended the year about 4 per 
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cent lower than at the beginning. Other consumer prices rose on 
balance by 2 per cent over the year with about one-third of this 
increase being accounted for Ea Getafe ate al 

by higher rates of sales tax Monthly: Index 1955 =100 

and excise tax on many non- 
food commodities; the price 
of services also continued to 
increase. Construction costs 
and machinery prices moved 
upwards again in 1959. In 
aggregate, the increase in the 
price of all goods and ser- 
vices entering into final use 
appears to have been ap- 
proximately 2 per cent. 
While this increase was less than in some other recent years, notably 
1956 and 1957, it took place during a period when primary com- 
modity prices were relatively stable, the exchange value of the 
Canadian dollar increased (with a consequent restraining influence 
on domestic price increases) and the economic expansion was at a 
stage when productivity normally rises rapidly and upward pressures 
on costs are at a minimum. 
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Monetary and Financial Developments 

Against a background of economic expansion, and some concern 
among investors about the possibilities of future inflation, conditions 
in financial markets tightened during 1959 and interest rates rose 
substantially. These changes in the financial environment exerted 
some restraining influence on the growth of spending plans, by 
providing greater incentives to save, and to trim or postpone expen- 
diture projects which were under consideration. 

At the beginning of 1959 the chartered banks had been in a very 
liquid position as a result of the substantial monetary expansion 
which had taken place between July 1957 and October 1958. Dur- 
ing 1959 the Bank of Canada maintained the cash reserves of the 
chartered banks on a broadly stable basis and total chartered bank 
deposits and assets remained approximately constant. 

Financial markets and institutions experienced a strong demand 
for funds. The Government’s borrowing requirements, which had 
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dominated the financial scene in 1958, were at a somewhat reduced 
but still very high level in 1959, and private demands for credit, 
particularly bank credit, increased rapidly in the first eight months 
of the year. The chartered banks financed the large increase in 
their loans chiefly by the sale of Government bonds. The pressure 
of rising private demand for bank credit was thus transmitted to 
the securities market, which was required to absorb an unprece- 
dented volume of Government securities as a result of the combi- 
nation of selling by the Government and the chartered banks. The 
increase in interest rates which took place made it more expensive 
to raise money in financial markets, whether by new borrowing 
or through the sale of existing investments, but also correspondingly 
increased the rate of return available to savers with money to lend 
or invest. In the event, the general public added the extraordinary 
amount of $1,750 million to its holdings of Government securities 
during 1959. 

After mid-August bank loans levelled off and then declined. 
Chartered bank sales of Government securities were reduced and 
then ceased. At the same time the prolonged steel strike in the 
United States lowered the pressure in North American financial 
markets generally, in somewhat the same way that a very mild and 
short recession would have done. Up to mid-summer the rising 
trend of bond yields was in sharp contrast with the downward 
movement of stock yields, but in the latter part of the year there 
were signs of lessened enthusiasm for stocks, of growing confidence 
in bond markets, and of some easing of demands on the chartered 
banks. 

To give the monetary and banking story in more detail, it will be 
recalled that at the beginning of October 1958 the total of currency 
outside banks and chartered bank deposits had increased by about 
16 per cent over a period of fourteen months. Monetary expansion 
during this period had not only increased the amount of money in 
the hands of the public but had also greatly enlarged the chartered 
banks’ holdings of Government securities and consequently their 
capacity for future loan expansion financed through the sale or 
redemption of these securities. Total lines of credit authorized 
by the chartered banks increased strongly during the recession 
phase of early 1958 and also during the recovery phase in that year. 
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By the fourth quarter of 1958 the volume of chartered bank loans 
outstanding had also begun to rise on a seasonally adjusted basis, 
and amounts outstanding increased strongly through the first half 
of 1959, accompanied by further rapid growth of authorized credit 
lines. Most of the increase in bank loans appears to have financed 
higher levels of business inventories and receivables and consumer 
credit. By mid-August 1959 total chartered bank loans outstand- 
ing had increased some $1,200 million, or 23 per cent, above the 
level of a year previously. 


By April the banks were becoming concerned about the rate of 
growth in their loans. On May 14 following a series of meetings 
the President of the Canadian Bankers’ Association issued a public 
statement saying that the banks intended to exercise the utmost 
care in the handling of their credit facilities, in order to avoid any 
significant further increase in the over-all total of bank loans, and 
that within these limitations, a special attempt would be made to 
look after the essential credit needs of small borrowers. 


At the annual meeting of the Canadian Bankers’ Association on 
June 12, 1959, the President in his published address re-afhrmed the 
statement of May 14. 


Nevertheless, the banks experienced great difficulty in bringing 
their loans under control and the total of amounts utilized under 
loan authorizations continued to rise sharply until mid-August. 
Total bank loans then levelled off, and have declined more than 
seasonally since mid-September. In the latter part of the year the 
banks increased their short-term investments and other liquid assets 
by a smaller amount than the reduction in their loans so that total 
chartered bank assets declined on balance. The cash reserves of 
the banks as a group remained appreciably above the required 8 
per cent through the last four months of 1959. At the year-end 
the banks were in a position to facilitate a moderate degree of 
expansion in the total volume of their commercial loans or other 
assets on a prudent and selective basis, when needed, particularly 
in relation to customers unable to obtain necessary financing from 
other sources. 


The upward push on interest rate levels also came to a head in 
late summer. At that time yields on treasury bills and short-term 
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Government bonds had risen above 6 per cent. In subsequent 
weeks, however, the treasury bill tender rate moved below 6 per 
cent again, and from about mid-September through to the end of 
November there was a general decline in market yields on Govern- 
ment securities, with the tone of the market firmer than it had been 
for many months. A number of factors contributed to this im- 
provement in market conditions. With the chartered banks bring- 
ing the increase in their loans to a halt, and indeed with the move- 
ment being reversed, pressure on the market from bank liquidation 
of Government securities came to anend. The rate of borrowing 
by way of new issues of securities also slackened considerably in 
the second half of the year. The set-back in the United States and 
Canadian stock markets in late summer, followed by the success of 
the optionally-convertible 54 per cent Government bonds issued in 
Canada at the beginning of October, and of the “Magic Fives” 
Government bond issue in the United States, seemed to mark a 
distinctly more favourable turn in investor attitudes toward Govern- 
ment securities. “This was reinforced by the firmness of the United 
States bond market during the early autumn and the great success 
of the annual Canada Savings Bond campaign. Although interest 
rates moved up in the United States from late October to late 
December, and in Canada during December, the year-end level in 
Canada was in general no higher, and in some cases substantially 
lower, than in late summer. 


Bank of Canada Operations. ‘Through the final quarter of 1958 
and the whole of 1959, the total cash reserves of the chartered banks 
remained comparatively stable on a monthly average basis, fluctu- 
ating within a narrow range around a level of about $1 billion, and 
the cash reserve ratio averaged about 8.2 per cent. During the 
period of rapid expansion of chartered bank loans in the spring and 
early summer, there was a gradual upward drift in total deposits 
which tended to raise the level of required reserves somewhat, and 
the average cash ratio was as low as 8.1 per cent in some months. 
After bank loans turned downward in September, total bank 
deposits also tended to decline, minimum reserve requirements fell, 
and the monthly average cash ratio was nearly 8.3 per cent in the 
last four months of the year. 
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Cash Reserve Position of the Chartered Banks 


Monthly 
Minimum Monthly Average Cash 

Annual Gross Cash Reserve Average Reserve 

Averages Deposits(1) Requirement(2) Cash Reserves Ratio(%) 

($ millions) (3 millions) ($ millions) (per cent) 
1957 10,601 848 870 8.21 
1958 11,452 916 943 §.23 
1959 12,187 975 999 8.20 

Monthly 

1957—Jan. 10,660 853 878 8.23 
Feb. 10,525 842 865 8.22 
Mar. 10,371 830 848 8.18 
Apr. 10,489 839 856 8.17 
May 10,528 842 863 8.20 
June 10,694 856 877 8.20 
July 10,647 852 864 Soka 
Aug. 10,668 $53 880 8.25 
Sept. 10,543 843 875 8.30 
Oct. 10,590 847 877 8.28 
Nov. 10,763 861 878 8.16 
Dec. 10,736 859 879 8.18 
1958—Jan. 10,853 868 889 8.20 
Feb. 11,006 S80 897 8.15 
Mar. 10,903 872 887 8.14 
Apr. 10,892 871 902 8.28 
May 10,927 874 888 8.13 
June 11,333 907 933 8.23 
July 11,370 910 954 8.39 
Aug. 11,676 934 971 8.32 
Sept. 11,939 955 996 8.34 
Oct. 12,069 965 984 8.16 
Nov. 125257 981 1,005 8.20 
Dec. 12,194 976 1,013 8.30 
1959—Jan. 12 ,254 980 1,008 8.23 
Feb. 12,320 986 998 8.10 
Mar. 12,102 968 983 hal 
Apr. 12.162 973 991 8.14 
May 12.268 979 1,002 8.20 
June 12,265 981 1,003 8.18 
July 12,250 980 991 8.09 
Aug. 12,389 991 OZ ena 
Sept. 12,197 976 1,009 8.28 
Oct. 12,053 964 1,001 8.31 
Nov. 12.023 962 995 S26 
Dec. 11,994 960 990 8.25 


(1) Statutory basis, i.e. average Canadian dollar deposit liabilities before deduction of float for four 
consecutive Wednesdays ending with the second last Wednesday of the previous month. 

(2) 8 per cent of gross deposits as shown in first column. 

(3) Third column as percentage of first column. 
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BANK OF CANADA ACCOUNTS 


Wednesdays: Millions of Dollars 


ASSETS 


GOVERNMENT OF CANADA SECURITIES 
EXCL. P.R.A's * 2400 


ADVANCES AND PRA’s* 


OTHER ASSETS LESS OTHER LIABILITIES 


{Men / O 


LIABILITIES : } it 
Ee : 1900 
TOTAL NOTE CIRCULATION 


800 


600 





1957 1958 1959 1960 


* Securities purchased from money market dealers under resale agreements. 
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Bank of Canada Holdings of Government of Canada 
Direct and Guaranteed Securities 


(millions of dollars—amortized value) 


Increase or Decrease (-) during: 


As at Ti lt ih levee Bac yk ah ee 

Dee. 31 BOY ornanik GDS D iil eee Year 

| 1959 10 2Q 3Q 4Q 1959 

Treasury bills . . . . 3806 125 90 46 OF W240 
Other market issues: 

Qyearsandunder. . . O15 — 154 yal 95 257 269 

Over 2and upto 5 years. 61 —31 —133 -—-27 —300 —491 

Over 5anduptol0 years . 425 —11 15 —33 —9 -—38 

Over iQ years. . . . 1,815 —1 26 —29 —7T —12 

Totalienh eer. None caeyeesO2s —71 68 538 —5dl —1 


Changes in the total Government security holdings of the Bank 
of Canada during most of 1959 broadly offset the effect on cash 
reserves of changes in Bank of Canada notes outstanding. During 
the latter part of December, there was a substantial reduction in 
the Bank’s portfolio of securities which coincided with the annual 
transfer of the Bank’s net earnings to the Receiver General of 
Canada in the amount of $74 million. The Bank’s holdings of 
Government securities at the end of 1959 were virtually unchanged 
in total from the level of a year before. Bond holdings were 
reduced and treasury bills increased by $270 million, and within 
the bond portfolio an amount of some $386 million changed from 
longer to shorter term classifications during the year. 


In 1959 advances to banks were outstanding on 53 days as against 
40 days in 1958; the maximum amount outstanding on any one day 
in 1959 was $20 million and the daily average for the year was 
$2 million. The Bank of Canada held securities purchased from 
money market dealers under resale agreements on 64 days during 
the year as compared with 50 days in the previous year; the 
maximum amount outstanding on any one day was $52 million 
and the daily average for the year was $3 million. The mininum 
rate at which the Bank makes advances and provides funds to 
money market dealers through purchase and resale agreements was 
maintained at a level of 4 of 1 per cent above the average rate of 
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treasury bills at the most recent weekly tender. It was 3.74 per 
cent at the beginning of the year, reached a high of 6.41 per cent 
in mid-August, and stood at 5.37 per cent at the close of the year. 

Chartered Banks. Total chartered bank assets showed no signi- 
ficant change over the year 1959 as a whole. Within a roughly 
stationary total, the banks accommodated a very substantial increase 
in loans and insured mortgages by greatly decreasing their holdings 
of Government of Canada bonds, drawing on their net foreign 
assets and making appreciable reductions in their holdings of pro- 
vincial and corporate securities. 


Total chartered bank loans began to increase on a seasonally 
adjusted basis in the autumn of 1958, at about the same time that 
the large 1957-58 expansion in total currency and bank deposits 
came to an end. Bank loans normally decline toward the end of 
the year, but in October and November of 1958 they remained 
about level and then increased in December. Between Oct. 1, 1958 
and Aug. 19, 1959, when bank loans levelled off, they increased by 
$1,211 million or by 24 per cent and the combined amount of 
Canadian loans, insured mortgages and non-Government securities 
increased by $1,442 million. The total of this group of assets on 
Aug. 19 was $8,402 million, or nearly 68 per cent of deposits (cal- 
culated on the statutory basis) compared with 58 per cent on Oct. 1, 
1958. 

Over this ten and one-half month period, total chartered bank 
assets rose by $182 million. ‘The great increase in loans, mortgages 
and non-Government securities was for the most part matched by 
declines in the more liquid assets of the banks. Government bond 
holdings declined by $916 million, bringing the ratio of such bonds 
to deposits down from nearly 24 per cent on Oct. 1, 1958 to 16 per 
cent on Aug. 19, 1959. In addition treasury bill holdings declined 
by $208 million, day-to-day loans by $80 million, and net foreign 
assets by $114 million. 

From mid-August to the end of the year, movements in chartered 
bank assets followed a different pattern. Loans levelled off and 


then declined. Between Aug. 19 and Dec. 31 total Canadian loans 


decreased by $213 million, or by $365 million if loans for the pur- 


chase of Canada Savings Bonds are excluded. This decrease in late 
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CHARTERED BANK LOANS 
Monthly Averages of Wednesday Figures: Millions of Dollars 


6500 6500 


— UNADJUSTED 7 
=== SEASONALLY ADJUSTED 


5500 


5500 


4500 


3500 





1954 1955 1956 1957 1958 1959 i960 


CHARTERED BANKS 
CERTAIN ASSETS AS A PERCENTAGE OF DEPOSITS® 


1954-57 Month-ends; 1958-60 Wednesdays 





CANADIAN LOANS, INSURED MORTGAGES 
AND NON-GOVERNMENT SECURITIES 








1954 1955 1956 1957 1958 1953 1960 


Plotted weekly 1958-60. 

Excluding call loans and loans for the purchase of Canada Savings Bonds. 

. Breaks reflect exclusion of certain foreign currency loans previously included in these series. 
Breaks reflect reallocation of inner reserves consequent upon securities revaluation. 

Gross deposits, calculated on the statutory basis from July 1954. 


Or whe 
gies ers 
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Chartered Banks: Assets and Deposit Liabilities 
(millions of dollars) 


Increase or decrease (—) during: 


July 31/57 Oct. 1/58 Aug. 19/59 July 31/57 

As at to to to to 
Dec. 31/59 Oct. 1/58 Aug. 19/59 Dec. 31/59 Dec. 31/59 
PASAT | Se RENAL NTE TS RCE UT ee 


Assets 


Bank of Canada notes 
and deposits . 
Day-to-day loans 
Treasury bills . 
Government bonds . 
Net foreign assets 


Sub-total. 


Call loans . 
Loans to provinces . 


Loans to municipalities . 


Grain loans. . : 
Canada Savings Bon 
loans ) 
Loans to finance 
companies 
General loans 


Insured mortgages . 
Provincial securities. 
Municipal securities. 
Corporate securities. 


Sub-total. 


Total of foregoing 
assets . 


Deposit Liabilities 
Personal savings deposits 


Government deposits 


Other deposits (less float) 


Total deposits (less 
float) . : 


(1) Figures adjusted to eliminate effect, of reclassification at Sept. 30, 1957 of certain deposits from 2 


953 
101 
974 
1,827 
21 








6,900 
404 
4,057 





pee LOU 








savings deposits’’ to ‘Other deposits”. 
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823M 
—118 
1,026 


———_—— 


1,730 


oe 
ee 


58 

—80 
— 208 
—916 
7114 





— 1,260 





157 
a1 
179 
122 
— 46 





CHARTERED BANK ASSETS 


1954-1957, Month-ends; 1958-1960, Wednesdays 


Billions of Dollars 


TOTAL OF MAJOR ASSETS 
. at fe yo" \ 


CANADIAN LOANS, INSURED MORTGAGES 
AND NON-GOVERNMENT SECURITIES 


GOVERNMENT BONDS 


BANK OF CANADA NOTES AND DEPOSITS, 
DAY-TO-DAY LOANS AND TREASURY BILLS 





1954 1955 1956 1957 1958 1959 60 


1. Breaks reflect transfer of certain loans from Canadian loans to net foreign assets. 


2. Breaks reflect reallocation of inner reserves consequent upon securities revaluation. 
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1959 was greater than the normal seasonal decline. Insured mort- 
gages showed a further increase of $70 million over this period while 
holdings of non-Government securities, chiefly provincial and cor- 
porate issues, declined by $88 million. 


With their loans and non-Government investments declining and 
the over-all cash reserve ratio running well over the required 8 per 
cent level, the banks as a group were in a position to increase their 
more liquid assets. Between Aug. 19 and Dec. 31 their holdings 
of treasury bills rose by $90 million, their day-to-day loans by $67 
million, and their net foreign assets by $79 million. The reduction 
in total chartered bank holdings of Government bonds continued 
on a diminishing scale for some weeks after the down-turn in loans 
and non-Government investments, and finally came to an end about 
mid-November. On Dec. 31 Government bond holdings were 
$146 million lower than they had been on Aug. 19 but $122 million 
above the level of July 31, 1957, so that the reduction in chartered 
bank bond holdings from October 1958 onwards, though large, was 
nevertheless somewhat less than the massive increase which had 
occurred between July 1957 and October 1958. As a percentage 
of deposits, however, holdings of Government bonds were 15 per 
cent at the end of 1959 as compared with 16 per cent in July 1957. 


The upsurge in bank loans from late 1958 through much of 1959 
was clearly related to the stage of the business cycle through which 
the economy was passing, and in many respects resembled a simular 
upsurge in 1955-56. Much of the increase in bank credit appar- 
ently served to finance increased levels of business inventories and 
receivables as recovery and expansion proceeded. On the other 
hand the level of bank borrowing by firms in major natural resource 
industries declined slightly in 1959. In general, corporate borrow- 
ing for capital expansion does not appear to have been a major 
factor in the increase in bank loans either directly or through 
pressure on working capital positions. The recovery in business 
fixed capital outlays was still in its early stages and corporate profits 
had risen sharply. 


The flow of bank credit to the personal sector also increased 
markedly, both in the form of direct personal loans by the banks, 
and in the form of consumer credit extended by retailers and finance 
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CHARTERED BANKS 
GENERAL LOANS BY CATEGORY OF BORROWERS 


Quarterly: Millions of Dollars 





OTHER BUSINESS 
AND INSTITUTIONS 





1. Breaks reflect reallocation of reserves consequent upon securities revaluation. 
2. Breaks reflect exclusion of certain foreign currency loans previously included in this series. 
3. Forest products, mining and mine products (other than iron and steel), petroleum and products. 
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Chartered Banks 
Classification of General Loans by Category of Borrower 
(millions of dollars) 


| Increase or decrease (-) during: 


12 months 
Year Year Year Year’ ending (3) Year 


As at 
Dec. 31/59| 1955 1956 () 1957 (2) 1958 Sept. 30/59 1959 


Natural resource industries 





Mining and mine products. 110 —5 38 70 —34 —24 —25 
Petroleum and products. _.. 98 18 52 —34 -9 5 —1 
Forest products. . . . 165 17 56 16 —53 6 10 
Sipetotal, g's. 3io 30 = 146 52 —96 —13 —16 
Other manufacturing industries 
Iron and steel products... 189 _— 53 Wi, —8 43 32 
Other manufactured products 670 46 De 51 —40 70 50 
Subtotal. 4. ...i ~% 859 46 105 68 —48 Les: 82 @ 
Construction contractors .. 308 91 35 —5dl 8 82 46 @ 
Public utilities, transport and 
communication. . .. 170 73 11 24 —389 35 36 
Merchandisers . . .. . §21 fi3' 28 50 —25 147 122 
Other business .° . . . DOZ 61 36 26 59 166 80 
Total Business Loans. . 3,083 3874 360 168 —141 529 SOL 
Personal SC Sa 2 eae ical 199 —4 —44 is 296 163 
haya | ne 389 28 —9 — 19 48 22 
Non-business institutions .. 168 13 19 eee Pas 33 28 
Total General Loans . . 4,701 614 3866 #150 qo 907 564 


si 


(1) Changes are adjusted to exclude effect of reclassification of foreign currency loans at Sept. 30, 1956. 
(2) Changes are adjusted to exclude effect of reallocation of inner reserves at Jan. 31, 1957. 
(3) Sept. 30 is the date nearest to the 1959 loan peak for which this classification is available. 


companies with funds borrowed from the banks. ‘To a consider- 
able extent, the strength of demand for personal loans may have 
been an outcome of the high level of expenditures on residential 
housing as well as increased purchases of consumer durables. An- 
other factor was the introduction and active promotion of new 
personal lending plans by a number of banks during the period. 
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Trends in the major categories of general loans are illustrated in 
the chart on page 47 and the table on page 48. 

After the change in bank lending policies in mid-summer there 
was a greater than seasonal decline in bank loans which was widely 
distributed among the various categories of borrowers. 

A table showing chartered bank business loans classified accord- 
ng to the size of authorized lines of credit will be found on pages 
50 and 51. ‘The table also shows the total amounts of business loan 
authorizations of $100,000 and over. The total of these authoriza- 
tions, which had been $4,148 million at Dec. 31, 1957 and $4,457 
million at Dec. 31, 1958 rose further to $4,763 million at mid-year 
and then declined to $4,438 million at the end of 1959. 

The chartered banks’ holdings of insured mortgages increased 
by $178 million in 1959, compared with an increase of $204 million 
in 1958. Chartered bank gross disbursements on mortgages ((i.e., 
before deduction of sales and repayments) are estimated to have 
been $240 million in 1959 as against $260 million in 1958. The 
amount of new mortgage loans approved by the banks in 1959 was 
$176 million, a sharp reduction from the 1958 figure of $300 million. 
By the year-end the chartered banks had virtually withdrawn from 
making new housing loans in view of competing demands for credit 
from other types of borrowers. The 6 per cent ceiling on the rate 
they may charge was substantially below the normal relationship 
of such loan yields to those on other available investments. 

The agreement among the chartered banks regarding term loans 
to business corporations was again revised in 1959, At the end of 
1958 the agreement provided that the banks would not make loans 
to business corporations in amounts exceeding $2 million where the 
time of repayment was deferred beyond one year, and would not 
make equivalent security purchases direct from borrowers in this 
category. In 1959 the $2 million limit was reduced to $1 million. 

During 1959 the chartered banks instituted a more rapid system 
for clearing cheques of $100,000 and over, and so of debiting the 
deposit accounts of the drawers of the cheques. ‘This appears to 
have reduced the average amount of float, i.e., cheques and other 
items in transit, and therefore of gross deposits by an amount of the 
order of $50 million to $100 million. 
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Chartered Banks : Classification of General Loans (millions of dollars) 





Authorized Lines 





of Credit Outstanding Loans 
Total Amount of Business Loan 
Business Loan Accounts with 

Authorizations Authorized Limits of: 

of $100,000 $100,000 Less than 

End of: or more or more $100,000 
NDI ee heey ol Wms ht hg apie at 1,793 940 
June® . aoe en o5LLO 1,880 969 
Beem Mey all) leant 3,806 1,941 933 
Decay a Sh ae ee 3,/88 1,895 869 
HOD Nar, Phare 3,812 2,034 885 
ieee tine nme ne th Ly 3,878 2,131 901 
Seay et UN ne A 4,048 Ahi 888 
DecoUmi My PR a) 4, 4,148 2,032 841 
Ronee Varela uae), L220 1,991 862 
ence RAeemen Tir a et Fe 4 320 1,964 914 
Secu Aceie lrrs). 4 : 4,339 1,856 904 
| SeHT  t ) e ee 4,457 1,821 911 
Pood Mate wre. airy fac 8). MA, 4,616 1,893 973 
ATT Rahs Va a MR ata 4,763 ZlZo 1,080 
“ao Ey 0 nae Naldy Sel al A hadi 4,018 222 1,037 
Dec (ei fees hs : 4,438 } 2,105 978 


(1) Religious, educational, health and welfare institutions. 


(2) Excludes an estimate of foreign currency loans in Canada and therefore is not comparable with other published 
ata. 


(3) The continuity of series is affected by the reallocation of reserves enone a change in the method of valuing 
Government of Canada and provincial securities on Jan. 31, 1957. 


50 








Total Loans to 
Business Personal Loans to Non-business 
Loans Loans Farmers Institutions(1) 
oe hos 841 338 79 
2,849 843 338 79 
2,874 823 368 83 
2,765 786 357 90 
2,919 745 309 83 
3,032 761 329 91 
3,059 748 3570 104 
2,874 420 349 LS: 
2,853 754 299 117 
2,878 809 300 114 
2,799 838 363 125 
PAT OS 898 368 140 
2,865 965 328 153 
3,205 1,081 359 161 
3,288 1,134 412 158 
3,083 1,061 389 168 


CHARTERED BANKS : BUSINESS LOANS 


Quarterly: Millions of Dollars 


CLASSIFICATION BY SIZE 


AMOUNT OUTSTANDING IN ACCOUNTS 
WITH AUTHORIZED LIMITS 
OF $100,000 OR MORE 





WITH AUTHORIZED LIMITS 
, OF LESS THAN $100,000 , 1000 


500 


1956 1957 1958 1959 


UNTS WITH 








Total 
General 
Loans 


3,990 
4,109 
4,147 
3,998 


4,056 
4,213 
4,267 
4,063 


4,023 
4,134 
4,086 
4,138 


4,512 
4,807 
4,992 
4,701 


ACCO 
AUTHORIZED LIMITS OF $100,000 OR MORE 


4500 


4000 


3500 








TOTAL AMOUNT OUTSTANDING 


1956 1957 1958 


1, Breaks reflect reallocation of reserves consequent upon securities revaluation. 


T AUTHORIZED A 4500 


5000 


4000 


1500 
1959 
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Currency and Chartered Bank Deposits. After rising by 16 per 
cent between the end of July 1957 and early October 1958 to a 
level of $13.2 billion, the total of currency outside banks and 
chartered bank deposits remained approximately stable through 
1959, apart from minor fluctuations. The growth in personal 
savings deposits at the chartered banks, which has continued over 
many years and was particularly large during 1958, was very small 


in 1959, 


Currency Outside Banks and Chartered Bank Deposits 





As at 
Dec. 31/59 
Held by general public 
Currency outside banks 
Motesse ge fu oe | AG TOS 
ny i a 128 | 
Personal savings deposits 6,900 | 
Other deposits ?) i pa ay 
tain. te oe | L780 
Government deposits. . 404 


Total currency and 
chartered bank deposits® 13,193 








(millions of dollars) 


Increase or decrease (—) during: 
July 31/57 
to 
Dec. 31/59 1959 


192 45 
19 7 
797 56 
4920 —246 
1,499 —138_ 
256 ~=—«-84 
1,755 —54 


(1) Figures adjusted to eliminate effect of reclassification at September 30, 1957 of certain deposits from ‘‘Personal 


savings deposits’’ to ‘Other deposits’. 
(2) Less total float. 
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CURRENCY OUTSIDE BANKS 
AND CHARTERED BANK DEPOSITS 


Monthly Averages of Wednesday Figures: Billions of Dollars 


—— UNADJUSTED! 
mmm SEASONALLY ADJUSTED 


TOTAL CURRENCY AND 
CHARTERED BANK DEPOSITS 
Incl. Government Deposits , 


TOTAL CURRENCY AND 
CHARTERED BANK DEPOSITS| 


Excl. Government Deposits 





i954 i958 
1. Plotted weekly 1958-60. 


2. Breaks reflect reclassification at September 30, 1957, of certain deposits from ‘“‘Personal Savings Deposits” to 
“Other Deposits’’. 
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CURRENCY OUTSIDE BANKS* 


Monthly Averages of Wednesday Figures: Millions of Dollars 


The year-to-year rate of 
growth in holdings of cur- 
rency outside banks (notes 
and coin) also slackened 
markedly during 1959, as 
shown in the chart. A table 
showing the total of each 
denomination of Bank of 
Canada notes outstanding at 
recent year-ends appears 
below. 


1850 





MAR, JUNE SEPT DEC. 
i. Notes and coin. 


Bank of Canada Note Liabilities 


(as at December 81st—thousands of dollars) — 


Notes issued by the Bank 








1950 1956 1957 1958 1959 
of Canada aes ee Pavia aes ae 
$1 DO Zio 70,270 72,589 75,873 78,402 
2 37,279 50,371 51,952 53,597 55,076 
5 Lit73t 138,004 139,839 143,010 144,702 
10 429,886 528,741 52G,075 533,078 921,309 
20 346 ,060 DO0,100 582,163 627 ,814 647 ,276 
25 47 46 46 46 
50 108,735 134,381 134,803 143 ,606 145,461 
100 254,457 364,052 365,479 391,629 395,38 
500 160 58 5a 49 
1,000 11,489 28 14,661 15,928 19,549 
Total 1,350,117 | 1,854,912 1,890,159 1,984,630 2,007,250 
Chartered banks’ notes* 12,487 9,025 8,799 8,655 8,519 
Dominion of Canada notes* 4,702 4,651 4,648 4,645 4,64 
Provincial notes* 28 28 28 28 28 
Defunct banks’ notes*. 88 88 88 88 88 
Total Bank of Canada note SS Coorg Tri ners re eae i 
liabilities . ; 1,367,422 | 1,868,704 1,903,721 1,998,046 2,020,525 
Held by: . 
Chartered banks 231,306 370,938 348 ,606 833,176 315,708 


Others. 


* These are note issues which are in the process of being retired and the liability for them has been taken over b 


the Bank of Canada from the original issuers. 
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1,186,116 | 1,497,766 


1,555,115 1,659,870 





1,704,822 


Capital Market. Developments within the banking system dur- 
ing 1959 may be viewed in the context of a larger picture — the 
shifting balance between the total demand for, and the total supply 
of, funds in the capital market asa whole. A large part of the total 
flow of funds through the capital market is covered in the table on 
pages 56 and 57 which combines net new issues of securities and the 
increase in chartered bank loans (including their insured mortgage 
loans) but owing to lack of up-to-date information the tabulation 
does not take account of mortgage borrowing from financial insti- 
tutions other than chartered banks*, or of borrowing from non- 
institutional sources other than through new issues of securities, or 
of transfers of funds within the general public sector through the 
sale of existing securities. 

As shown in the chart on page 58, the combined total of funds 
raised in securities markets and from the chartered banks rose to a 
record level in the first half of 1959 far exceeding that of any 
previous half year, and then declined considerably in the latter part 
of 1959. Federal, provincial and municipal borrowing in the first 
half of 1959 was at about the same high level as in the first half of 
1958, though somewhat less than in the second half of 1958, while 
private borrowing rose sharply and approached the peak level 
reached in the first half of 1957. The figures are such as to suggest 
that among other factors there may have been some anticipatory 
borrowing in the first half of 1959 which tended to relieve the 
pressure on financial markets in the later period. Within the private 
sector, demand for funds on the part of wholesale and retail trade 
and manufacturing (other than natural resource industries) was 
particularly strong, and the personal sector also absorbed a heavy 





* Certain information which is available on mortgage lending by non-bank financial institutions is 
summarized below: 
1955 1956 1957 1958 1959 
(millions of dollars) 


Life insurance companies in Canada 
Estimated gross mortgage disbursements . 470 510 445 400 475 


Less estimated mortgage repayments. . 175 200 200 240 250 

Net increase in mortgage holdings. . 295 310 245 160 225 
Net increase in mortgage holdings of: 

Trust and loan companies . : ; adel oy) 80 26 106 na. 

Creditumious 4) att tat es : . 40 25 26 27 lua, 

Quebec savings banks . : : ; : i 10 Hii 10 ii 

Trusteed pension funds . : é F a) (9a: na. na. 51 na. 


Other loans to individuals by life insurance companies, credit unions and Quebec savings banks which 
are not covered in the tabulation on pages 56 and 57, are shown in the table on page 71. 
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Funds Raised by Canadian Borrowers from Securities Markets 
and Chartered Banks 





(millions of dollars) 


Funds Raised from Funds Raised by ! 
Government of Canada 
Net ; 
Chartered Net New Disinvest- 
Securities Bank Issues of ment(-+) 
Markets(2) Loans(?) Securities by Govt. Accts. Total 
Calendar 
Years 
1955 1,550 963 oo — 287 248 
1956 1,560 724 — 766 —27 — 793 
1957 2.418 200 —70 +151 81 
1958 O,Lt4 292 17252 +109 Tao! 
1959 2,647 867 To +335 1,058 
Half-Years 
1955—I S00 256 —48 —6 — 54 
II 750 107 582 —281 301 
1956—I 686 Seal — 341 —116 —457 
ie 874 153 — 424 +89 — 335 
1957—I 1,219 316 — 333 +157 —176 
II 1,199 —116 20a —6 251 
1958—I 1,680 —13 _ 4335 +2388 576 
Il 1,494 305 914 — 129 785 
1959—I 1.063 764 379 +251 630 
II | TAi4 103 344 +84 428 


(1) Net new issues of securities plus disinvestment by Government accounts. Includes net sales of securities to 
chartered banks. ’ 

Increase in loans to provincial and municipal governments, instalment finance companies, grain dealers, general 
loans and insured mortgages. 


— 
nN 
~~ 
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Private Borrowers(3) 


Natural Other 

Provincial Municipal Resource Mfg. and Grand 
Govts. Govts. Industries(4) Business Personal(5) Total Total 
2oG 246 405 726 656 LS 2 513 
552 280 716 1,053 476 2,245 2,284 
543 285 ab2 1,089 107 1,708 2,618 
594. 364 194. 514. 439 1,147 3,466 
529 319 4 1,104 502 1,609 3,014 
tis 158 Zoe 413 204. 839 1,056 
120 87 183 Bio 452 948 1,457 
195 ToS 280 831 256 tyes ays B57 
Sto te 436 222 220 878 L024 
155 V2 399 994. —10 1,388 1,535 
387 114 114 94 ny o2D 1,083 
270 185 113 411 ae 636 1,667 
324 180 Sl 103 ood Ht 1,799 
254. 155 34 990 235 1,259 2,297 
Zio 164 —3l1 big 267 350 ROL 


(3) Classified by ultimate borrower. 

(4) Uranium, non-ferrous metals and non-metallic mining, petroleum and forest products. 

(S) Increase in chartered bank personal loans and insured mortgages, and finance company and retail dealer credit 
extended to consumers. 
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FUNDS RAISED BY CANADIAN BORROWERS FROM 
SECURITIES MARKETS AND CHARTERED BANKS 


Half Years: Millions of Dollars 


e BY PRIVATE BORROWERS 


BY PROVINCES AND MUNICIPALITIES 


BY ALL BORROWERS 


[4 FROM SALE OF SECURITIES 
N\) FROM CHARTERED BANK LOANS 





i955 1956 1957 1958 1959 
volume of funds. The total amount of borrowing by firms in the 
natural resource industries, on the other hand, was much less than 
in any recent year. The lowest panel of the above chart shows 
how heavily borrowers increased their reliance on the chartered 
banks in the early part of 1959 while raising funds in the new issue 
market at about the same rate as in 1958. 

Some indication of the effect of the heavy volume of borrowing 
in 1959 on the size and composition of financial asset holdings of 
the general public (including corporations, non-bank financial insti- 
tutions and non-residents) is provided by the table on pages 60 and 
61 and the chart on page 59. As will be seen from the chart, a large 
part of the increase in public holdings of financial assets in 1958 took 
the form of currency and bank deposits. In 1959, by contrast, the 
public’s holdings of currency and bank deposits declined, so that 
the total increase in its financial assets was more than accounted for 
by net purchases of securities. About half of these were Govern- 
ment securities, which were being offered on the market not only 
as a result of net new issues but also as a result of disinvestment of 
existing securities by the chartered banks and Government accounts. 
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INCREASES IN HOLDINGS OF CERTAIN FINANCIAL 
ASSETS BY THE GENERAL PUBLIC 


Half Years: Millions of Dollars 





il 


nme SAL 
957 1958 1959 


RSs 
I 
| 


ea t II 
1955 1956 


The general public acquired a substantially larger amount of pro- 
vincial bonds in 1959 than in 1958, a slightly smaller amount of 
municipal bonds, and a much reduced amount of corporate bonds. 
Net purchases of corporate stocks and of finance company paper, 
on the other hand, were much greater than in 1958. 

A substantial part of the increase in the financial assets of the 
general public during 1959 took the form of additional short-term 
securities acquired by corporations and financial institutions. It 
seems probable that these holders absorbed most of the increase in 
the general public’s holdings of treasury bills, finance company 
paper and short-term Government bonds. In the fourth quarter, 
individual investors played an increasingly important role, adding 
$550 million to their holdings of Canada Savings Bonds and also, it 
would appear, buying significant amounts of the Government direct 
and guaranteed market issues sold during the period. 

Details of net new issues of securities and of the distribution of 
holdings of Government of Canada securities are shown in the tables 
and charts on pages 62 to 66. 
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Increases in Holdings of Certain Financial Assets by the General Public* 


(millions of dollars) 


Securities 


Government of Canada Securities 


Other Canada 
Calendar Treasury Market Savings Provincial 
Years __Bills Issues Bonds Total Bonds 
1955 286 — 288 343 340 153 
1956 — 209 — 102 108 — 203 593 
1957 4 — 184 108 —73 551 
1958 125 —98 246 274. 484 
1959 341 LOO OL eyes 628 
Half Years 
HO5Ge Te kl, 144 — 430 — 130 —417 103 
© ie ; ; : 142 142 473 Col 50 
1956—I —41 102 —140 —79 282 
if fee : : . —168 — 204 248 — 124 at 
OAC A) DSU Bee Ee ate 19 aye — 226 —151 254 
1 Riga a ee —15 — 241 334 78 296 
1958—I_. : : ; — 50 4. —178 — 223 278 
DT aed. Roy St, ak eo — 102 424 498 206 
1959—I_ . : ; : 250 839 — 128 966 304 
PUNE ths 85 261 444 791 324 


* General public is defined to include all holders otter than the Bank of Canada, chartered banks and Government 
accounts. It includes, for example, corporations, financial institutions other than chartered banks, provincial 
and municipal government accounts and non-residents, as well as resident persons. 
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Municipal 


Bonds 


184 
260 
277 
313 
296 


100 
83 


132 
128 


119 
159 


162 
152 


115 
181 


Corporate 
and Other 


Finance Co. 
Short-term Corporate 


Stocks 





Total 


ee WE 
135 


101 


285 
124 





Currency 


an Total 

Chartered Increase 
Bank in 

Deposits Period 
743 2,159 
312 2,507 
308 2,567 
1,427 3,294 
—1388 3,305 
765 1,055 
—22 1,103 
200 1,328 
61 1,179 
121 1,385 
187 | 1,182 
692 : 1,464 
735 1,831 
15 | 1,901 
153.) eee 
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Net New Issues of Securities !) 





(millions of dollars) 


1957 
Cdn. $ Other 
only Currencies Total 
Government of Canada securities‘ 
eortie., | cenit 2, Ohm eis) web om —52 —68 —120 
re eeE WaDig is ae) VEN icc Mah, ak 50 — 50 
TE ADA 0 a A rr —2 — 68 —70 
Non-Government securities 
Provincia DOCS) = ice a lk we 505 44 5049 
RUmeipal ponders, bs. et fa ae OR 168 97 264 
femrporate ponds: eo. oC.) os) oe ke 571 384 956 
Re OUONGR Play. Be kar el A tes eke 3 — 3 
otal DOnGe a Amn Mit eo) chery le RRA 525 Pi 
Finance company short-term paper.  .  ., 48 a 48 
Total bonds and short-term paper . . . 1,295 525 1,820 
Corporate stocks (®) 
isco Ciel s Ba) SC ae a 123 —33 90 
cre cnet OA ist a Sea Ini Mn a ec MO 4.24. 2 427 
Total corporate stocks Feito | SMU Ur DAT —3l 517 
Total non-Government securities. . . . . 1,842 494 2,000 
Mare ogee ie tel oh ke le kee 9 RAG 427 2,267 


(1) Gross new issues less retirements. 1959 figures are preliminary. 
(2) Includes guaranteed securities. 
(3) Consists of bonds of religious and other institutions. 
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REET Se Sr tS ssh senescence seers 


(4) 
5) 


1,862 


_—_ 


2,615 


—————___— 
__ 


Paper with an original term to maturity of one year or less. 
Canadian stock issues with dividends payable in U.S. dollars are shown under “ 


1958 
Other 


Currencies 
NN RRB EEE IS Et} 


451 


449 


1,813 


3,065 


——— 


1959 
Other 


Currencies 
EEL ATT SLED LL IEG 


— 149 


ean 


— 149 


233 
115 
23 


Other Currencies’’. 
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Net New Issues of Corporate Securities) 





Industrial Classification of Bonds, Stocks and Finance Company Short-Term Paper 
(millions of dollars) 


1955 1956 1957 1958 1959 


Non-financial corporations 


Natural resource industries 


Wiraniuniminest. big. | War) Cayo & OR 68 122 65 43 —23 
Other non-ferrous metal mines and products. 155 50 =164 40 _ 
Non-metallic mines and products. . . . 21 70 14 18 6 
Petroleum and products. . . . . . 164, “3202.7 iSite 34 
Wood and paper and products . . . . —40 = 127 42 36 1 

Suirtotalawa epee: eek oe A) ee) aB74S> CHOY ~4260; 8290 19 


Other manufacturing industries 


Iron and steeland products. . . . . 45 91 26 29 49 
Other manufactured products . . . . 32 78 40 41 8 
Sub-total A eee ee ee Cig O9 66 fe 57 & 
Utilities 
Railways and telegraphs. . . . . . —d8l —21 —20 57 —28 
elepnOneciim dea ten! Ge iol eo te SO 146 168 131 164 — 
Ee iiiccm mmt Le dies, tue oe Pike ra | he OF 138 122697, 1L0%e —4 
Orneraitilities iki BE ae ay 8S 590 112 99285, ) ZO oe 
Si cota liieam ie rae ee ee le Oe 02 |. 406 sie? ee 
RVEGE CH ATICISCT Suis cag) 1-50" N) cphloletacyyi dan! ae | 03 53 06 28 7 32 
MB eeremeE met yt ete Vl! eh ah bg 20 Lys 2 4 9 
ctiemoe regs et ie et pe 641. 1108" 1258" 8697 5-408 


Financial corporations 


Instalment finance and small loan companies. .. 92. 239 137 —116 £2183 
Other finance, insurance and realestate. .  . LOSy 5 vd49ie» 125.) 9103 ise 


——— —— —_——— —_——- os 
i 


iota een eRe Ceara 0)) cs Wess si, aa 20Us goon Oat 1a eames 


Total Mattie ire pe ie A 2 ee ON ee OSL 20 | “Shon Pcs 


(1) Does not include issues guaranteed by provincial governments (e.g. net new issues of provincial hydro commis- 
sions which amounted to $120 million in 1955, $261 million in 1956, $315 million in 1957, $276 million in 1958, 
and $172 million in 1959). 
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Government of Canada Direct and Guaranteed Securities 
Distribution of Holdings 
(par values, millions of dollars) 


A 


S at 
Dec. 31/59 


Bank of Canada 





Treasury bills . : ; ; 309 
Other market issues. . . 2,368 
NGA SUR) ORG MNO Patel SEs 
Chartered Banks 
rescury billsty. #8 en |; 983 
Other market issues. . . 1,827 
GET ty. Rb ch oan ceed k 


Government Accounts 
Unemployment Insurance Fund 


Mreasuny bills? ages — | aerit 28 
Other market issues : ; 445 
dicey fk ol ve ee ee ee 468 


Securities Investment Account 
Treasury bills . : : : = 








Other market issues. .  . 50 
‘Totalernibes 1. ha 50 
Other Government Accounts 
Treasury bills . ; — fi 
Other market issues. .  . 398 
Potaleren ee US Ve, 405 
General Publie() 
Uiceastiry bile om su lis 4s. 755 
Other market issues. .  . | 6,758 
Otley La 
of which: 
non-residents “) .  . i, (20 
life insurance cos. ‘2) ()  , 990 
all other holders © @) . 6,196 
Canada Savings Bonds. . 3,212 
Ota eee ee Ay ee 2 LEO 
Total Outstanding 
(freasury bills ~> <cmwm.. 40 28077 
Other market issues. . . 11,845 
Canada Savings Bonds. . 3,212 
prota) Se een fe laa 








(1) Residual. Includes investment dealers. 
(2) Preliminary estimates. 
(3) Holdings in respect of Canadian operations. 


Increase or decrease (-) during: 


1959 


10 20 3Q 4Q 1959 1958 


sue nnreereenenemeenttitttitticenenceneeneeremeeneetiII enn I nny 


—54 = = 23°" =O ees 
ae = — “407 12a 
— 129 = S22 ee 

eas aS oa re a ee 25 


Ne eee 


100 360 69 53 = 82_- — 1380 
$4 —42 —(9)—144)— IS ies 


eed 


ee 
Oe 
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GOVERNMENT OF CANADA DIRECT AND GUARANTEED SECURITIES 
DISTRIBUTION OF HOLDINGS 


Par Value, Billions of Dollars 
Wednesdays 
TOTAL OUTSTANDING MARKETABLE BONDS 






CHARTERED BANKS 


va 


ANK OF CANADA 
CANADA SAVINGS BONDS 


1957 1958 1959 60 1957 1958 1959. 60 
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Interest Rates. Yields on Government bonds, which had been 
rising since mid-1958, reached a peak in September 1959. Long- 
term yields then levelled off; yields on shorter-term issues declined 
and by the end of the year were substantially below the September 
levels. Yields on 91-day treasury bills rose from a low of 3.25 per 
cent at the beginning of the year to 6.16 per cent in mid-August, 
dropped to 4.83 per cent in early November and rose to 5.12 per 
cent at the year-end. 


GOVERNMENT SECURITY YIELDS : CANADA AND THE UNITED STATES 


TREASURY BILLS* LONG - TERM GOVERNMENT BONDS 
Weekly: Per Cent Weekly: Per Cent 


3% % JAN. 15, 3975-78 


3Y¥e % JUNE 16, 1978-83 


oe 





| } ry i 4 
1957 1958 1959 {960 1957 1958 1959 1960 
* 91-day Treasury Bills. 


Yields on United States Government securities, which began 
rising in the second quarter of 1958, increased less rapidly than 
Canadian yields during the first three quarters of 1959. Asa result, 
the yield spread between Can- CT nenax, 
adian and United States long- _!NDUSTRIAL BONDS AND COMMON STOCKS 

a8 Monthly: Per Cent 
term Government securities 
was higher in the autumn than 
it had been for many years. By 
the end of the year the spread 


had narrowed somewhat. 


Yields on long-term provin- 
cial, municipal, public utility 
and industrial bonds have risen 
steadily since the second quar- 
ter of 1958. Yields on com- 








1954 1955 1956 1957 1958 1959 60 
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GOVERNMENT SECURITY YIELDS 


Wednesdays: Per Cent 


TREASURY BILLS”* 6.50 


4.50 


3% DEC. 15, 1960 


4.50 


3% DEC. |, i961! 6.50 


4.50 
3% % SEPT. |, 1965 6.50 


4.50 





2% % JUNE 15, 1967-68 


4.50 


4%% SEPT.1, 1972 


4.50 


3% % JAN.IS, 1975-78 





4.50 


3% % OCT. 1, 1979 5 50 


ge ef 450 
6.50 


4% % SEPT. |, 1983 





5.50 

4.50 4.50 
334 % SEPT. 15, 1996 - MAR.15,1998 5.50 

4.50 4.50 
3.50 


1957 1958 1959 1960 


* 91-day bills. Average rate at weekly tender on Thursday following Wednesday date. 
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EEE 


mon stocks, which had been declining since October 1957, reached 
a low point at the end of July 1959 and have been rising since 
that time. 


The prime commercial loan rate charged by the chartered banks 
was increased from 54 per cent to 54 per cent in early March 1959, 
and again to 54 per cent in late April. Interest rates paid by trust 
and loan companies on guaranteed investment certificates, and by 
finance companies and other corporations on short-term paper, rose 
substantially during 1959. 

Trends in interest rates during 1957, 1958 and 1959 are shown 
in the table below and the chart on the opposite page. 


Interest Rates and Yields 


(per cent) 


Dec. June Dec. Aug. Sept. Dec. 


_ Government security yields 











Qi-day treasury bills.  .  . 4.08 3.602 1.72 3.49 6.16 5.50 5.12 
See Decks 106th %,, —- -- _ 4.69" (GED) 622 eae 
334% Sept. 1, 1965 > ee — _ — 4,74. “SSL eG ear 
234% June 15, 1967-68. . . 4.81 8.66 3.87 4.48 4.90 5.380 5.37 
Ao Sent 1972 es aa — AM0 "5.500 (6.32) ona 
3929, Jan. 15, 1975-78... 4.29 8:80.) | 4.02) 4.76 (D519 V5.6 leo cnd 
Be OCT NOT9 A Bee sa Yas 4.35 38.80 3.82 4.42 4.98 5.380 5.380 
| 446% Sept. 1,1988 . . . — _ — 4,81, 5.36 5.81 oO 
| Other long-term bond yields‘ 
| 10 provineials’ 6 kk 58 4.60 4.47 514 5.6) (C20 
Wimunicipaias (beast. 4. % B77 5.12) 4.08 «6 5:88.01 Sb) PO. DOM Gree 
10) publictutiities ; 7° 7) VSN, 5.50'> 5.084281 5 5714 25.571 Oe eee 
tOmaustriais. 4. ee 5.77 6.04, 4.88" 5.22" 5.605) 605 aaaee 
40 bond average . . . . 5.58 4.95 4,79 5.22 95.66 (G:2t gree. 
Common stock yields 
64 industrials Parent eee Oe 5.88. 5.10. 4.46 3:79. 3.59) 3:89 
Chartered bank prime loanrate. . 53 54 5t 5i 52 53 53 
| Savings deposits 
) CHartered:banks| § Adiucw : 22 23 23 23 23 23 23 
Trust companies (typical rate) af 37 3t 3t 35 35 35 
~ Trust companies investment 
certificates (typical l year rate) 43—5 44-—5 22-3 4 5 8063-52 «655 


| (1) Average rate at tender closest to date shown. 

(2) Jan. 2; 1958. : : 
_ (3) Source: McLeod, Young, Weir & Company Limited. Figures shown refer to the first business day of the month 
| closest to the date shown. ; 

(4) Source: Moss, Lawson & Company Limited in conjunction with the Toronto Stock Exchange. 
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Consumer Credit and Finance Companies. 


The total amount 


outstanding of credit extended to consumers by finance companies 
and retail dealers and of chartered bank personal loans (other than 


FINANCE COMPANY AND RETAIL DEALER CREDIT 
EXTENDED TO CONSUMERS AND CHARTERED 
BANK UNSECURED* PERSONAL LOANS 


Miliions of Dollars 


hae 


Quarterly: 


3200 







3200 


2600 


2006 






| e 
1956 1957 4 
a SS Ne {400 


% Personal loans not fully secured by marketable securities. 
1. Break reflects reallocation of chartered bank reserves conse- 
quent upon securities revaluation. 


those fully secured by 
marketable securities) in- 
creased by an _ estimated 
$329 million in 1959 com- 
pared with $205 million in 
1958, $64 million in 1957, 
$290 million in 1956 and 
$351 million in 1955. The 
increase in finance com- 
pany and retail dealer 
credit in 1959 amounted 
to $161 million compared 
with an increase of $62 
million in 1958. Chartered 


bank unsecured personal loans increased by $168 million in 1959 


and $143 million in 1958. After 


rising sharply from the be- 


ginning of 1958, these loans levelled off during the third quarter 
of 1959 and declined by $42 million in the fourth quarter. 
Credit extended by finance companies and retail dealers rose less 
strongly than banks’ personal loans over the first nine months of 


FINANCE COMPANY AND RETAIL DEALER 
CREDIT EXTENDED TO CONSUMERS 
Quarterly: Millions of Dollars 


1400 





800.6=—Csi«<8 
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1800 


1200 


600 


CHARTERED BANK 
UNSECURED* PERSONAL LOANS 
Quarterly: Millions of Dollars 


* Personal loans not fully secured by marketable securities. 
1. Break reflects reallocation of reserves consequent upon 
securities revaluation. 





1200 


600 


1959 but showed much more than the normal seasonal growth in 
the fourth quarter. Increased loans by small loan companies 
accounted for nearly half of the total increase in credit extended 
by finance companies and retail dealers in 1959. 

In addition to the increase of $28 million in instalment finance 
companies’ loans outstanding on consumer goods in 1959 their loans 
to finance other retail sales (commercial and industrial goods) 
increased by $81 million and their holdings of wholesale paper 
increased by $4 million. Thus instalment finance companies’ total 
receivables increased by $113 million in 1959 compared with a 
decline of $53 million in 1958. 


Consumer Credit and Other Loans to Individuals” 
(millions of dollars) 


Balances Increase or decrease (-) in 
Outstanding balances outstanding: 


at 
Dec. 31/59 1955 1956 1957 1958 1959 


Finance company and retail dealer 
credit extended to consumers 





Instalment finance companies... 796 107) WAley 24 — 12 28 
Smallloan companies. . . . 479 64 77 6 39 78 
Department stores . . . . B15 41 17 18 20 33 
Other retaildealers . . . . 601 25 30 10 15 22 
Sub-total. ‘aaa aie SL 23% 128) 58 OZ erGe 
Chartered bank personal loans 
Unsecured loans? 2... 779 114 TED) 6% 143 168 


otal. f: RS (AR man” Serbs 4107 () 301 290 64 205 329 


Other loans mainly to individuals 
for non-business purposes 


Chartered bank secured personal 


Loa S (iis een, aan Sod a) OY 282 86 —138—50 30 —H 
Life insurance co. policy loans. ys) Me 10 20 20 10 18 
Quebec savings banks. . . . 13 1 3 2 -1 1 
Credit unions ist, ).0.8 4 4s ig 2 52 32 55 ba 


(1) Excludes mortgages. . 

(2) Not fully secured by marketable securities. 

(3) Fully secured by marketable securities. ; F . " 

(4) Changes are adjusted to exclude effect of reclassification of foreign currency loans at Sept. 30, 1956. 
Changes are adjusted to exclude effect of reallocation of inner reserves at Janvot. 1957 ; 

* Not available. Credit unions’ non-mortgage loans outstanding at Dec. 31, 1958 amounted to $313 million. 
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Public Debi Operations. 


pages 76 and 77. 


On Jan. 5, 1959, an issue of $100 million of 4 per cent Govern- 
ment bonds maturing Jan. 1, 1963 and yielding 4.34 per cent was 
delivered. ‘These bonds are redeemable at the option of the holder 
on Jan. 1, 1961 or on any subsequent interest payment date up to 
and including July 1, 1962 at the issue price of 98.75 per cent, 
subject to three months’ notice. They were offered on Dec. 1, 


Summary of Changes in Government of Canada 
Direct and Guaranteed Securities Outstanding 


Treasury bills 
91 day bills 
182 day bills . 
Special issues maturing 
June 10, 1960 


Total 
Market bonds 

Direct issues payable in 
Can, 3%) 
Se Ss 
& sterling 

Guaranteed issues . 
Total 


Canada Savings Bonds 


Matured and outstanding 
market issues . 


Total 


72 


(par values, millions of dollars) 


As at 
Dee. 31 
1959 


1,375 
462 





11,830 
3,212 


16 





17,135 








A summary of the changes during 
1959 in Government of Canada direct and guaranteed securities 
outstanding is shown in the table below. The details of new issues 
and retirements of Government bonds in 1959 are summarized on 


Increase or Decrease (-) during: 


1959 Year Year 
1Q 20 30 4Q 1959 


eS a ee ne 
= LOO NT 2I2 90 462 


~t= =~, A genet  qenermneeySTeeanely 


258 —187 —75 —340 —344 
Se eee 

—=1.):. | slit 2a ta -etatinw wets 

—35 150° “== "196° 311 

72 —38 —76 —145 —186 1,148 


eae ee eee 





1958 together with a $300 million issue of 3 per cent Government 
bonds maturing Dec. 15, 1959 which was delivered Dec. 15, 1958. 
On Jan. 1 the outstanding $42 million of 3 per cent Fifth Victory 
Loan bonds which had not been converted in 1958 were paid off 
at maturity. 


A small retirement was made on Jan. 15 when $35 million of 
3 per cent Government-guaranteed C.N.R. bonds matured. On 
Feb. 1 a $150 million issue of 3 per cent bonds maturing Aug. 1, 
1963 payable in U.S. dollars was called for prior payment at par. 
In earlier years the Government had purchased $129.5 million of 
the original issue and held it in a special Sinking Fund account 
leaving a balance of $20.5 million subject to the call on Feb. 1. 


On Feb. 16 the Government offered $200 million of bonds which 
were additions to two existing short-term issues. The new bonds, 
which were delivered on Mar. 2, consisted of $85 million of 22 per 
cent bonds due Apr. 1, 1960 yielding 4.76 per cent and $115 million 
of 3 per cent bonds due Dec. 15, 1960 yielding 4.94 per cent. 


On Apr. 30 it was announced that in addition to the regular 91 
day treasury bills the next weekly tender would include $20 million 
of 182 day bills. With the exception of one week in August, 182 
day bills were offered at each tender during the remainder of the 
year. 


On May 4 $150 million of 5 per cent Government-guaranteed 
C.N.R. bonds were offered for delivery on May 19. The issue 
consisted of $60 million of bonds maturing May 15, 1968 priced 
to yield 5.18 per cent, and $90 million of bonds due May 15, 1977 
priced to yield 5.17 per cent. The C.N.R. applied the proceeds 
of this issue to the repayment of interest-bearing capital advances 
from the Government. 


On May 29 an offering was announced of $200 million of one- 
year treasury bills dated June 10 to be sold at tender, payment for 
which could be made either in cash or by exchanging 24 per cent 
Government bonds due July 1, 1959 at a valuation for this purpose 
of 101.25 per cent including accrued interest. The average yield 
of successful tenders was 5.49 per cent and virtually all the success- 
ful tenderers took advantage of the conversion offer. The con- 
version resulted in a reduction of $187 million (par value) in the 
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$500 million total of bonds due to mature July 1. On June 15 a 
new issue dated July 1 consisting of additional amounts of outstand- 
ing short-term bonds totalling $238 million was offered. The 
public bought $125 million of 2% per cent bonds due Apr. 1, 1960 
to yield 5.50 per cent and $75 million of 3 per cent bonds due Dec. 
15, 1960 to yield 5.68 per cent; in addition the Bank of Canada 
acquired $19 million of each of these issues in exchange for equal 
par value amounts of the maturing July 1 issue. On July 1 a total 
amount of $313 million of 24 per cent bonds matured. The over- 
all result of the public debt operations during this period was to 
increase the amount of treasury bills outstanding by $200 million 
and reduce the amount of market bonds outstanding by $262 million. 


When tenders were called for the one-year treasury bills it was 
announced that they would be offered in denominations of $1,000, 
$25,000, $100,000 and $1,000,000. ‘This was the first occasion on 
which treasury bills were issued in denominations of $1,000. Com- 
mencing with the weekly tender of July 2 the 91 day and 182 day 
treasury bills were also offered in denominations of $1,000 and at 
the tender of Dec. 30 bills in denominations of $5,000 were added. 
At the end of the year approximately 25,000 treasury bills in 
denominations of $1,000 were outstanding. 


On Sept. 14 a new issue of $325 million of Government bonds 
and treasury bills to be dated Oct. 1 was offered to the public and 
$225 million to the Bank of Canada. The issue was divided into 
four parts. The public purchased $200 million and the Bank $50 
million of 54 per cent bonds due Oct. 1, 1962 yielding 6.33 per cent, 
and exchangeable at the option of the holder on or before June 30, 
1962 into an equal par value of 54 per cent bonds due Oct. 1, 1975 
yielding 5.72 per cent for 16 years. Another part consisted of 
$85 million purchased by the public and $50 million by the Bank 
of 53 per cent bonds due Oct. 1, 1960 yielding 6.55 per cent and 
exchangeable on or before June 30, 1960 into the 53 per cent bonds 
maturing Oct. 1, 1975 yielding 5.60 per cent for 16 years. There 
was also an addition to an outstanding issue of 3 per cent bonds due 
May 1, 1961, priced to yield 6.61 per cent, of which $35 million 
was sold to the public and $90 million to the Bank. The final part 
of this issue was an offering of 253 day treasury bills maturing 
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June 10, 1960 which was sold by tender. The public acquired 
$5 million at an average yield of 6.80 per cent and the Bank of 
Canada purchased $35 million of these bills at the same yield: ) The 
proceeds of these issues were used to retire $550 million of 3 per cent 
bonds maturing Oct. 1. 


On Nov. 30 $300 million of Government-guaranteed C.N.R. 
bonds were offered. The issue consisted of $200 million of 54 per 
cent bonds dated Dec. 15 and due Dec. 15, 1964 yielding 5.85 per 
cent and exchangeable at the option of the holder on or before 
June 15, 1964 into equal par values of 54 per cent bonds due Dec. 
15, 1971 to yield 5.67 per cent for 12 years, and $100 million of 
5% per cent bonds dated Jan. 1, 1960* and due Jan. 1, 1985 yielding 
5.86 per cent. ‘The C.N.R. applied the cash proceeds of this issue 
to the repayment of interest-bearing capital advances from the 
Government and on Dec. 15 the Government paid off the $300 
million of 3 per cent bonds maturing on that date. 


The 1959 series of Canada Savings Bonds maturing Nov. 1, 1968 
went on sale in October. These bonds carry nine coupons, the 
first 4 per cent, the second 44 per cent, the third 44 per cent and 
the remaining six 5 per cent. Bonds held to maturity will be re- 
deemed at 103 per cent of par value. The average yield of bonds 
held to maturity is 4.98 per cent. The limit for holdings in any one 
name was set at $20,000, compared with $10,000 in recent years. 
This year for the first time Canada Savings Bonds may be registered 
in the name of an estate. At Dec. 31 total sales of this series 
amounted to $1,416 million compared with sales of $844 million 
of the 1958 series and $1,217 million of the 1957 series during the 
comparable periods of each year. The net increase in Canada 
Savings Bonds outstanding during the fourth quarter was $550 
million in 1959 compared with $508 million in 1958 and $436 million 
in 1957. Total sales during the year 1959 amounted to $1,495 
million while total redemptions and maturities of all series were 
$1,178 million so that the net increase during the year amounted 
to $317 million. In 1958 total sales were $844 million, redemptions 
amounted to $598 million so that the net increase was $246 million. 
Payroll sales of the 1959 series were $219 million compared to $207 


* This $100 million issue was delivered on Jan. 4, 1960 and is not included in the total of Government 
bonds outstanding at Dec. 31, 1959 as referred to on pages 65, 72 and 78. 


Ho) 





million of the 1958 series. The total amount of Canada Savings 
Bonds outstanding at the end of 1959 was $3,212 million or 18.7 
per cent of the Government’s total direct and guaranteed securities 
outstanding and 29.9 per cent of that part of the debt which was 
held by the general public. 


During the year the average term to maturity of market issues 
of Government securities outstanding shortened by 9 months and 


New Issues and Retirements of Government of Canada 


Direct and Guaranteed Bonds, 1959 


ee Amount 
Tesla (millions of dollars) 
Redemption Type of Security New Issue Retirement 

Fans Govtil cance ia:e Gi Ped ad 100 

Fane, 1 Bitthevictary ieoarm ii)! yet ihisoy i 42 

Jan. 15 C.N.R. — Govt. Gtd. ea et ee 35 

Feb. 1 (GOVE NLOAn ey ie a aa) ok es ee 150 

Mar. 1 Gove sLOan te) ss ope ge 85 

Mar. 1 (GOVE LOA aN cay arte Ps 115 

May 15 C.N.R. — Govt. Gtd. res tae: 60 

May 15 C.N.R. — Govt. Gtd. ft es 90 

June 10 Govtilioan Oy Ta Ak yo. Pe 187 

July 1 Govisoantt: Wwe, i Seite?” 144 

July 1 Govt wtoan:? wiacing he Galt 94 

July 1 Govt. Loan eine Poa! Cis 313 

Oct 1 Govirloaneg. oN vie eA dh he 135 

Oct. -1 Govtshoanier, a) 2a alle: 125 

ete a1 environ cyte eaie wa ae. (heels 250 

Oct. 1 Govivioan ets), #2) mat Teter © 550 

Dec. 15 C.N.R.— Govt. Gtd.® .  .. 200 

Dec. 15 Gavi tOa tie lee Gok Lie ahead 300 
Canada Savings Bonds . ... 1,495 L.2tS 
Other retirements ‘ : ; E re 

atari we ee Pe 2,893 23162 














Redeemable at option of holder at Jan. 1, 1961 or subsequent interest dates to July 1, 1962 at 98.75, subject to 
3 months’ notice. 

Called prior to maturity. 

An addition to an outstanding bond issue. 

Exchanged for one-year treasury bills maturing June 10, 1960. 

Exchangeable on or before June 30, 1960 into an equal par value of 544% non-callable bonds due Oct. 1, 1975 
yielding about 5.60% for 16 years. 
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stood at 9 years 6 months at Dec. 31. “Tables showing the classi- 
fication by term to maturity of the total debt and of the holdings 
of the general public appear on page 78. 


The reduction during 1959 in the average maturity of the market 
issues held by the general public arose not from any decrease in 
longer-term holdings but from the fact that the increase in holdings 
of shorter-term securities was greater than the increase in holdings 
of longer-term categories. 


Currency Coupon 
of Rate 
Payment % 
G 4 
C 3 
C 3 
Ue. 3 
e 234 
C 3 
C 5 
Cc 5 
C 2% 
C 234 
C 3 
C 24 
C 51 
C 3 
C Eas 
C 3 
C 514 
. 3 


Maturity 


Jan. 1/63 
Jan. 1/59 
Jan. 15/59 
Aug. 1/63 
Apr. 1/60 
Dec. 15/60 
May 15/68 
May 15/77 
July 1/59 
Apr. 1/60 
Dec. 15/60 
July 1/59 
Oct.” 1760 
May 1/61 
Oct 1/63 
Oct. 1/59 
Dec. 15/64 
Dec. 15/59 


Earliest 
Call 


Date 


N/C 
Jan. 1/56 
Jan. 15/54 
Aug. 1/58 

N/C 

N/C 

N/C 

N/C 

N/C 

N/C 

N/C 

N/C 

Nye 

N/C 

N/C 

N/C 

N/C 

N/C 


Issue 
Price 


98.75 


97.90 
96.70 
98.75 
98.00 


98.00 
96.30 


99.00 
94.65 
97.75 


98.50 





(6) Exchangeable on or before June 30, 1962 into an equal par value of 544% non-callable bonds due Oct. 1, 1975 

yielding about 5.72% for 16 years. . ; 
(7) Refunded in part by a $40 million issue of 253 day treasury bills maturing June 10, 1960. 
(8) Exchangeable on or before June 15, 1964 into an equal par value of 544% non-callable bonds due Dec. 15, 1971 


yielding about 5.67% for 12 years. 


Part of $300 million issue; the remaining $100 million was a non-callable 


58% C.N.R. — Govt. Gtd. loan dated Jan. 1, 1960 to mature Jan. 1, 1985 offered at 98.50 to yield 5.86% 


for delivery on Jan. 4, 1960. 


of 


Government of Canada Direct and Guaranteed Securities 
Classified by Term to Maturity 


(par value, millions of dollars) 


As at 
Dee. 31 
1959 
Total Amount 
Outstanding 
ereastiry Dillssm age te) 62,077 
Other market issues 
2yearsandunder . . 2,883 


Over2andupto5years 1,131 

Over 5and up to 10 years 2,075 

OvertlO yearsea™.  . OY7DS 
Total market issues 


(bonds and treasury bills) 13,923 





Canada Savings Bonds. . 3,212 
otal mey Wee Wheel oo 

Average maturity of 9 yr. 
market issues heldf «6 mo. 

Amount Held by 

General Public 

Treasury bills. . . . ¢55 

Other market issues 
2yearsandunder . . 1,626 


Over 2 and up to 5 years 671 
Over 5anduptol0years 838 
OverlQ0years . . . $3,623 





Total market issues 
(bonds and treasury bills) 7,513 





Canada Savings Bonds. . 3,212 
Total La rps 
Average maturity of 10 yr. 
market issues held{ «10 mo. 
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Increase or Decrease (-) during: 


1959 
Year 


10 20 39 49 = 1959 


100 360 69 53 582 


cori (8 Shame’) Meee Fame a3 549 
099400 eG 
os 60 LOWS ale 128 
= DOs OO wae 18 


134 eels se LO OL 401 
—40' (87 e405. (550 317 


Sd —_—————_—_— 


SOMm COs L LOL 341 


327 290 OO 0 606 
104. —42 68 128 2508 


571 522 304 43 1,440 





International Capital Account. The broad trends in Canada’s 
external trade and in the net movements of capital in recent years 
have been described in a previous section of this Report. 

The current account deficit increased from $1,085 million in 1958 
to $1,460 million in 1959. The net inflow of long-term capital rose 
somewhat in 1959 but most of the increase in the current account 
deficit was financed by an equivalent change in the balance of 
short-term liabilities and assets. 

Foreign direct investment in Canada amounted to $500 million 
in 1959, up $80 million from the previous year, while direct invest- 
ment by Canadians abroad rose from $48 million in 1958 to $60 
million in 1959. 

In 1959 the net inflow of funds arising from all transactions in 
Canadian bonds amounted to about $500 million, approximately 
the same level as in 1958. As the following table indicates, net 
sales to non-residents of new issues of provincial bonds payable in 
United States dollars were much higher in 1959 than in 1958 while 
net new issues of corporate bonds were substantially reduced; in 
1959 there was a net retirement of Government of Canada issues 
held by non-residents. In total, net sales to non-residents of new 
issues of all Canadian bonds were lower in 1959 than in 1958 by 
about $80 million, all of the decline occurring in issues payable in 


Net New Issues of Canadian Bonds 
Sold to Non-Residents 
(millions of dollars) 


Payable in Payable in 
Foreign Canadian 
Currency Dollars Total 

1958 1959 1958 1959 1958 1959 
Government of Canada*. —l —19 BZ —25 ol —44 
Provincial* . : : Paes of 274 —4 5 123 279 
Municipal* . : : SG 121 2 — 118 121 
Corporate. . . . 163 25 37 29 200 D4 
405 401 87 9 492 410 


* Includes guaranteed issues. 


Capital Account: Canadian Balance of International Payments 


(millions of dollars) 


Foreign direct investment in Canada . 
Canadian direct investment abroad“) 


Canadian portfolio security transactions 
Net sales of new issues of Canadian bonds‘) 
Government of Canada (incl. guaranteed) 
Provincial (incl. guaranteed ) 
Municipal (incl. guaranteed) 
Corporate bonds . 


Sub-total 
Net transactions in outstanding Canadian bonds . 


Total Canadian bonds 


Transactions in Canadian stocks 
Net new issues‘2) . 


Net transactions in outstanding stocks 
Total Canadian stocks 
Total Canadian portfolio security transactions (net) 


Transactions in foreign securities (net) 


Loans by Government of Canada 

Drawings 

Repayments . 
Gold subscription to I. M. F. ; ; P 
Increase (+) in Canadian dollar holdings of non-residents . 
Decrease (+) in official holdings of gold and foreign exchange . 
Other capital movements (net) . 


Over-all capital receipt (+) or payment (—) = total financing of 
current account ap! Eas OM My bre ele ere eee oer ORS ol Vf +323 


Source: Dominion Bureau of Statistics. 
(1) Exclusive of retained (i.e. unremitted) earnings. 


(2) Newly-issued Canadian securities sold to non-residents at time of issue less retirements of foreign-held issues. 


* Preliminary. 
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Canadian dollars. However, in 1959 there were net sales to non- 
residents of outstanding bonds of about $100 million whereas in 
1958 sales and purchases of outstanding bonds had been in balance; 
increased sales of Government of Canada bonds, mainly to overseas 
countries, accounted for this change. 

The net result of all transactions in Canadian common and pre- 
ferred stocks was a net inflow of capital of $142 million in 1959 as 
compared to $115 million in 1958, with increases in net sales to the 
United States and continental Europe. 

Changes in Canadian dollar holdings of non-residents and “Other 
capital movements (net)” as shown in the table on pages 80 and 81 
record for the most part movements of private short-term capital. 
In 1959 these included changes in the amount outstanding of com- 
mercial accounts receivable and payable, in the foreign currency 
holdings of Canadians, in the net foreign assets of chartered banks, 
and in net borrowing abroad by certain other financial institutions. 
There was a substantial net receipt from these sources in 1959, 
nearly all in the first half of the year. 

The value of the United States dollar in Canada rose from 
96 7/16 at the end of 1958 toa high of 98 3/16 in February, declined 
fairly steadily to a low of 94 9/16 in November, and then firmed 

slightly and closed the 


OFFICIAL HOLDINGS OF GOLD AND U.S. DOLLARS 


AND EXCHANGE RATE year at 95 7/32. Official 
Month-end holdings of gold and USS. 
dollars fell from USS. 

TOTAL OFFICIAL HOLDINGS $1,939 million at the end 
hie U.S. ire : of 1958 to US. $1,869 

7 [\ AN | ala million at the end of 1959; 


this change was almost 
entirely due to a transfer 
of U.S. $62.5 million to 
the International Mone- 
tary Fund on Oct. 1 which 
represented the gold por- 
tion of Canada’s increased 





1958 1959 60 


“On October 1, U.S. $62.5 million, representing the gold quota. 
portion of Canada's increased quota, was transferred to the 
International Monetary Fund. 
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APS SE bas 
1959 1958 
Foreign exchange— 
at market value 
Pounds sterling and U.S.A. 
dollars $ AL 030.417 $ 55,171,186 
Other currencies. 146 ,420 146,078 
$ 41,176,897 $ 55,317,264 
Cheques on other banks $ 145,547,390 $ 96 375,308 
Accrued interest on investments $ 25,995,824 $ 28,111,958 


Advances to chartered and sav- 


ings banks $ 2,000 ,000 
Investments — at amortized values 
Treasury bills of Canada . $ 305,853,111 $ 35,942,726 


Other securities issued or guaran- 

teed by Canada maturing with- 

in two years $ 514,586,500 245,102,002 
Other securities issued or guaran- 

teed by Canada not maturing 


within two years 1,800,242,047 2,340,637 ,247 
Debentures issued by Industrial 

Development Bank : 58,607,742 52,917,274 
Other securities — U.S.A. 

Government 185522511 38,495 ,990 


$ 2,697,761,711 $ 2,713,175,809 
Industrial Development Bank 
Total share capital at cost $ 25,000,000 $ 25,000,000 
Bank premises 
Land, buildings and equipment— 
at cost less accumulated depre- 
ciation . $ 10,878,656 $ 9,795,652 
Net balance of Carcraient of 
Canada payments and collections 
in process of settlement $ 21,238,081 $ 14,295,801 


Other assets . $ 493 308 $ 348,147 
$ 2,968,091,867 $ 2,944,419,939 





J. E. Coyne, Governor E. FrRICKER, Chief Accountant 
Ottawa, January 21, 1960 






ASSETS AND LIABILITIES 


i 
AT DECEMBER 31, 1959 
comparative figures at December 31, 1958) 


Capital paid up 
Rest fund 


Notes in circulation 


Deposits 
Government of Canada 
Chartered banks 
Other 


Liabilities payable in pounds 
sterling, U.S.A. dollars and other 
foreign currencies 

To Government of Canada 

To Others 





Bank of Canada cheques out- 
standing 5 


Other liabilities 





ROSAIRE CouRTOIS, 
of Courtois, Fredette & Co. 








Ce ALBe EL bd Es 


1959 1958 
$ 5,000,000 $ 5,000,000 


$ 25,000,000 $ 25,000,000 


$ 2,020,525,198 $ 1,998,046,299 


> 45,587,773 $ 34,883 ,957 
636,981,802 662 ,696 ,930 
34,789,621 25,021,571 


$ 717,359,196 $ 722,602,458 


$ 42,251,227 $ 75,998,717 
7,768,089 7,922,651 


$ 50,019,316 $ 83,921,368 


$ 149,191,317 $ 108,046,826 


$ 996, 840 $ 1,802 ,988 


$ 2,968,091,867 $ 2,944,419,939 





Auditors’ Report ® We have made an examination of the statement of assets and 
liabilities of the Bank of Canada as at December 31, 1959 and have received all the 
information and explanations we have required. We report that, in our opinion, the 
above statement correctly sets forth the position of the Bank at December 31, 1959 
according to the best of our information and as shown by the books of the Bank. 


W. R. Kay, 
of Fred Page Higgins & Company 
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PROFIT AND LOSS ACCOUNT 


FOR THE YEAR ENDED DECEMBER 31, 1959 
(with comparative figures for the year ended December 31, 1958) 


@ 
1959 1958 
Profit forthe year. . : . $74,011,728 $88,631,680 


Paid to the Receiver General of Canada for 
credit of the consolidated revenue fund $74,011,728 $88,631,680 
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BANK OF CANADA 


ANNUAL REPORT OF 
THE GOVERNOR TO THE 
MINISTER OF FINANCE 


AND STATEMENT OF ACCOUNTS 


FOR THE YEAR 1960 








CANADA 


“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of 
the nation, to control and protect the external value 
of the national monetary unit and to mitigate by 
its influence fluctuations in the general level of 
production, trade, prices and employment, so far 
as may be possible within the scope of monetary 
action, and generally to promote the economic and 


PP) 


financial welfare of the Dominion: Therefore, .. . 


—Preambdle to the Bank of Canada Act 


BANK OF CANADA 


February 28, 1961. 


The Hon. Donald M. Fleming, Q.C., 
Minister of Finance, 


Ottawa. 


Dear Sir, 


In accordance with the provisions of 
the Bank of Canada Act I am transmitting 
herewith my report for the year 1960, and 
a statement of the Bank’s accounts for this 
period which is signed and certified in the 


prescribed manner. 


Yours very truly, 


J. E. COYNE, 
Governor. 





BANK OF CANADA 
REPORT OF THE GOVERNOR 
1960 


The year 1960 began on a note of optimism regarding the rate of 
economic activity, with the cyclical upswing which began in 1958 
still progressing amid numerous forecasts for its continuation 
throughout the year. During the first half of the year the com- 
bined volume of currency in circulation and total deposits of the 
chartered banks remained relatively constant at approximately the 
same level as during the previous year, which was some 10 per cent 
greater than that of early 1958. This monetary stability in the 
first half of 1960, as in 1959, was consistent with considerable 
variation in the distribution of bank credit among various categories 
of loans, investments and liquid assets and in levels of interest rates. 
Interest rates and bond yields showed a marked declining trend 
from levels reached around the end of 1959, until the end of the 
third quarter of 1960. 


The total of bank deposits and currency in circulation began to 
increase in the third quarter, took a sharp upward movement at 
the beginning of October, and by the end of December was 54 per 
cent higher than at the beginning of the year. The downward 
movement of interest rates on securities was partly reversed between 
late September and late December, but was then resumed and has 
continued through January and February 1961. 

The early hopes of a strong upward movement in economic 
activity throughout the year were not fulfilled. The gross national 
product for the second quarter showed a decline in the seasonally 
adjusted annual rate of more than 1 per cent in physical volume 
from the first quarter, which had been 1 per cent above the rate 
in the fourth quarter of 1959. Figures for the third quarter and 
preliminary estimates for the fourth quarter of 1960 show only 
slight increases from the second quarter rate. Notwithstanding the 
decline in over-all output in the second quarter, total employment 
continued to rise on a seasonally adjusted basis, but more slowly 
as the year went on, and the increase in employment did not keep 
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pace with the increase in the labour force — the number of persons 
desiring employment — with the result that the level of unemploy- 
ment rose persistently after allowance for seasonal factors. 

The upswing from 1958 thus lasted for about two years, as 
compared with about three years for the upswing of 1954-57 and 
nearly four years for the upswing of 1949-53. It clearly stopped 
some distance short of optimum levels of production and employ- 
ment having regard to the erowth in the labour force and in the 
physical capacity of some sectors of Canadian industry. Although 
the decline in activity in 1960 was less than in earlier postwar 
recessions, unemployment at the end of the year as a percentage of 
the labour force was greater on a seasonally adjusted basis than it 
had been at its highest point in 1958. It would seem that the con- 
ditions that developed in 1960 were only partly in the nature of 
another cyclical downswing. In part at least, developments in 
1960 reflected more fundamental structural problems of a longer- 
term nature which have affected the level around which recent 
short-run cyclical movements have taken place. 

The trend of unemployment in Canada has in fact been upward 
for the past eight or ten years, making allowance both for seasonal 
fluctuations and for the upswings and downswings of the business 
cycle. Unemployment in each such succeeding business cycle has 
been higher than in the preceding, at the peak and at the trough and 
on the average. Economic developments have not been of such a 
character as to raise employment in step with the increase in the 
labour force. 


The chart on the next page shows the gross national product year 
by year from 1949 to 1960 both in current dollar value (which 
reflects the degree of price inflation over the period) and in physical 
volume, as measured in terms of constant (1949) dollars. “The chart 
is drawn on a ratio scale, so that a straight line indicates a constant 
rate of change, and varying directions of the line indicate varying 
rates of change. A second chart shows the physical volume of 
gross national product per person employed and per head of popu- 
lation, and also personal income (before tax) per head of population. 
The charts on page 8 record changes in the major components of 
gross national expenditure. 
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It is evident that, except for brief spurts in the nature of over- 
expansion under boom conditions, the rate of increase in Canadian 
economic development has been slowing down for some years, and 
the inference must be that the underlying factors are also of long 
standing. 

Certain trends in the labour force and employment are shown in 
the charts on page 6. One is the long-continuing shift from 
agricultural to non-agricultural pursuits, which has caused the non- 
farm labour force to grow faster than the total labour force. “There 
were 1,080,000 persons employed in agriculture in 1949, or 21 per 
cent of the labour force. By 1960 the number was 675,000, or 10.5 
per cent of the labour force. However, the absolute decrease in 
farm employment has been much less in recent years than earlier 
in the fifties, and it may not be of significant magnitude in future. 


After some reduction in the early postwar years, the number of 
women in the labour force and the number of women employed 
have expanded since 1949 much more rapidly than in the case of 
men. Over the eleven years female employment rose by 510,000 
or 47 per cent, while male employment rose by 435,000 or 11 per 
cent. 

The unemployment ratio among women has been consistently 
lower than among men. Taking yearly averages, the number of 
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women unemployed rose from 1.8 per cent of the female labour 
force in 1949 to 3.6 per cent in 1960, while the number of men 
unemployed rose from 3.4 per cent of the male labour force in 
1949 to 8.2 per cent in 1958 and 8.2 per cent again in 1960. 

It is thus predominantly in jobs for men that employment oppor- 
tunities have failed to increase sufficiently to match the increase in 
the labour force. From 1949 to 1960 the number of men employed 
increased by only 63 per cent of the increase in the male labour 
force. Male unemployment increased by 37 per cent of the increase 
in the male labour force. The number of women employed increased 
by 93 per cent, and female unemployment by 7 per cent, of the 
increase in the female labour force. 

Another major feature of labour force developments has been 
the difference in trend between goods-producing industries with 
slowly rising or in some cases declining employment, and service 
industries where there has been rapidly rising employment (especi- 
ally female employment) even in years of recession. 


Including agriculture, the total number employed producing 
goods in Canada declined by 110,000 from 1949 to 1960 (yearly 
average figures). Excluding agriculture, employment in all non- 
farm goods-producing industries (a term which includes the con- 
struction industry) rose by 290,000 or 16 per cent. In manufac- 
turing — which includes employment in predominantly export 
industries such as pulp and paper mills, lumber mills and mine 
concentrators and refineries, as well as employment in domestic 
industries competing with imports — total employment rose from 
1,320,000 in 1949 to about 1,500,000 in 1957 and declined to 
1,480,000 in 1960. ‘The increase over the eleven years was 160,000 
or 12"per cent. 

By contrast, employment in the service industries rose by 
1,070,000 or 53 per cent. Even in the recession years 1954 and 
1958 employment in the service industries averaged 2 per cent 
above 1953 and 1957, respectively, and 1960 showed a rise of 5 
per cent over 1959. Over the eleven years 1949-60 there were 
increases of 400,000 (50 per cent) in trade and finance, 70,000 
(19 per cent) in transportation, storage and communications, and 
600,000 (70 per cent) in all other services, which include the hotel, 
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entertainment and catering trades, the professions, various personal 
services and business services, as well as education and health services 
and government services. 


Undoubtedly one important reason for the slow rise of employ- 
ment in goods-producing industries, and the decrease in the case 
of agriculture, has been the great input of capital in the form of 
machinery and equipment — mechanization and automation. Un- 
fortunately for employment in Canada, a very high proportion of 
such machinery and equipment has been imported from other 
countries, instead of being researched, developed and produced in 
Canada and providing a “growth industry” for Canada in terms 
of employment and technological progress. The net import into 
Canada in 1959 of trucks, farm machinery, electrical machinery 
and other kinds of machinery and equipment and parts — the excess 
of imports over such limited exports as we can achieve in these 
fields — was valued at $1,020 million (at wholesale or manufacturer’s 
prices and before addition of customs duties and excise and sales 
taxes where applicable). Of this total, net imports of such goods 
from the United States accounted for $890 million. 


A comparison of Canadian developments with developments in 
the United States indicates that the growth of gTOss national 
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product in Canada slightly 
exceeded that of the United 
States for the period as a 
whole, although after 1956 
the rate of growth slowed 
down more in Canada than 
in thes vited o tates. 
Throughout the decade the 
unemployment ratio trended 
upwards on a steeper slope 
in Canada than in the United 
States, as is shown in the 
inset chart. 


These developments oc- 


curred in a period when (1) the rate of physical investment in new 
plant and equipment (including government works and facilities) 
was every year substantially higher in Canada than in the United 
States, (2) Canada drew heavily on the United States and other 
countries to augment its own supplies of goods and services, whereas 
the United States consistently made available to other countries by 
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gift or loan a part of its own 
production, (3) Canada re- 
ceived a large inflow of 
capital, technical equipment 
and “know-how” from the 
United States and other 
countries, (4) Canada had a 
substantially greater expan- 
sion of its money supply 
than the expansion in the 
United States, and (5) in the 
second half of the decade 
Canada had a substantially 
greater degree of deficit 
finance by governments than 
the United States. 


So far as capital expenditures are concerned the level in Canada 
relative to gross national product has been extraordinarily high. 
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The comparison with the United States is shown in the chart below, 
and the companion chart indicates the great intensity of expenditure 
on resource development during the 1955-57 boom. 
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The initiative for this wave of development of Canadian resources 
came in very large part from outside Canada and was based on a 
view, which was furthered by the Korean War and found expres- 
sion, for example, in the Paley Report, that there would be a great 
increase in world demand for primary commodities of the kind 
produced in Canada, e.g., iron ore, uranium, non-ferrous metals, 
pulp and paper, oil and gas and various basic chemicals, and that 
other sources of supply would be inadequate, unreliable or vulner- 
able. It is now apparent that the assumptions on which the huge 
Canadian investment programme rested will be realized much more 
slowly than was then expected. Total world demand for the raw 
materials produced by Canada’s primary industries is growing, at a 
moderate rate, but non-Canadian sources of supply have also been 
expanding. The capacity developed in Canada’s major resource 
industries during the 1955-57 boom is not being fully utilized. 


In addition, so much effort went into preparing for a massive 
increase in primary commodity exports, so much was thought to 
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be promised by such development, that other lines of economic 
development suffered. Conditions in Canada were not very favour- 
able to the growth of research, production skills and physical facili- 
ties for the more advanced types of industrial activity and the 
production in Canada of machinery and other manufactured goods 
of the kind and quality that Canadians want to buy, at appropriate 
prices. The extraordinarily high level of investment in resource 
development at that time, and in the ancillary construction industry, 
attracted capital, physical resources and manpower, and public 
interest and concern, away from other industries, raised domestic 
costs of production, and made it more difficult for secondary indus- 
tries to face competition from imports. By the time the boom was 
over the ability of the Canadian economy to employ its labour force 
in meeting its own growing requirements for capital equipment, 
manufactured goods and various technical services, and to compete 
in export markets, was perceptibly weakened. It would appear 
that our present economic problems derive in part at least from 
excessive concentration on physical investment and unbalanced 
investment in earlier years. 

The fact that very much larger capital investment in physical 
plant and equipment in Canada than in the United States did not 
produce a commensurately greater increase in production of goods 
and services in Canada illustrates a general point which [ think 
should be taken into consideration in public discussion of these 
matters, which is that economic growth, in the sense of growth of 
total output, is not the same as, and does not necessarily accompany, 
“growth” in the sense of having a high level of physical capital 
investment. In principle, there could be just as much growth in 
total output with a lower capital investment in the economy as a 
whole, although the nature of production would presumably be 
somewhat different. 

In particular, investment in human capital can at times do more 
for growth of output than investment in physical capital. Improved 
education in general, higher education for a larger proportion of 
those leaving high school, technological development and training, 
scientific research, and the development of skills and aptitudes of 
the widest diversity as required in modern industry, can produce 
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very marked increases in productivity and in total production. Such 
an improvement in human capital can help to develop new forms of 
industry and rapid expansion in the advanced technologies more 
effectively than can be achieved merely by straining for more and 


more physical investment whether provided by foreign investors 
or otherwise. 


It was during the period under consideration, from 1949 to 1960, 
that the net amount of foreign investment in Canada quadrupled. 
At the end of 1949 the value of all kinds of foreign investment in 
Canada, both in resources, in secondary industries and other forms 
of business enterprise, and in the securities of Canadian governments 
and corporations, exceeded total Canadian investments abroad by 
the amount of $4 billion. By the end of 1960 this sum had grown 
to about $17 billion. “The view that Canada could not have enjoyed 
sufficient economic growth without this vast increase in foreign 
investment in Canada, and that the Canadian standard of living 
would have been much lower if we had not had this vast increase 
in foreign investment in Canada, appears to me very questionable. 
The nature of our development might have been somewhat differ- 
ent, but I believe a higher average rate of employment could have 
been maintained, and more growth of total employment and of 
production of goods and services in Canada could have been 
achieved with much less reliance on a net increase of foreign invest- 
ment in Canada if Canadian policies had aimed at such a target in 
the past, and could be achieved by Canada in the future if Canadian 
policies are in future aimed at such a target. 


One of the most significant differences between developments in 
Canada and the United States was in relation to the international 
balance of payments of the two countries. In every year but one 
since the war the United States has had a surplus of exports of goods 
and services over its payments for imports of goods and services, 
excluding capital transactions and foreign aid. Canada, on the 
other hand, has in every year since 1952 but particularly from 1956 
on had a large net deficit on goods and services (including payments 
of interest and dividends on foreign investments in Canadian indus- 
tries, resources and securities), accompanied by further large-scale 
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imports of capital. No other country of comparable maturity has 
ever had anything like so large a deficit sustained over so many 
years. 

In years of relatively high employment in Canada a large deficit 
in the balance of payments and the corresponding large increase in 
our foreign debt or in foreign investment in Canada should, I think, 
be regarded as an indication of excessive total spending on the part 
of Canadian business enterprises, individuals and governments 
combined, rather than (as some have urged) as a valuable and 
welcome addition to the total resources available for use in Canada 
in the year in question. Judgment in any specific situation must of 
course have regard to the particulars of that situation and one of the 
important tests must be whether the additional resources are in fact 
used in a way that will be followed by larger sustained increases in 
Canadian production and improvement of our balance of payments. 
Up to the present, the deficits in question do not appear to have 
been followed by commensurate increases in production or in our 
ability to pay our way in the world. Ata time of relatively high 
unemployment in Canada, it is difficult to avoid the conclusion that 
the continuing very large deficit in the balance of payments is not 
only disadvantageous in itself but is indicative of an excessive capital 
inflow as well as structural weaknesses in the Canadian economy 
which result in excessive aggregate spending on goods and services 
provided from abroad to the detriment of the production of goods 
and services of a similar character in Canada. 


It seems clear that the recent high levels of unemployment in 
Canada do not arise from a deficiency of total spending by Cana- 
dians, or of spending for capital purposes. A relatively very large 
fraction of our gross national expenditure has, however, been spent 
directly or indirectly on balance for imported goods and services, 
and has to that extent failed to provide employment in Canada. 


In a sense there has been a diversion of purchasing power from 
domestic production to foreign production. During the last three 
years the average annual ratio of unemployment to the labour force 
has ranged between 6 per cent and 7 per cent, while the excess of 
our payments abroad on current account over our receipts from 
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abroad on current account has in each of these years amounted to 
more than 3 per cent of gross national product. (The figure would 
average 4 per cent in these years if the gross national product were 
valued net of indirect taxes as in the case of imports and exports.) If 
appreciably more of the total spending by Canadians had on balance 
been on goods and services produced in Canada the level of unem- 
ployment would have been much less than that which has actually 
been experienced. 

Analysis of our situation seems to me to indicate that the approach 
to higher employment and output should be through measures 
designed to reduce the large deficit in our current account balance 
of payments, and through increases in spending of a selective 
character likely to increase production in Canada, rather than 
through measures designed to raise the level of total spending by 
Canadians. [am sure that there are many more possible ways of 
setting up incentives directed towards these goals than is generally 
realized. One would hope for the most imaginative and thorough 
canvass of the possibilities and widespread discussion by those who 
are interested. Ultimate decisions must rest with the appropriate 
governmental authorities in accordance with their best assessment 
of what the national interest and welfare requires. 


Among the problems that would have to be faced would be that 
of moderating the rate of net capital inflow into Canada. The 
deficit in the current account of the balance of payments and the 
net capital inflow (including changes in official exchange reserves) 
are necessarily equal, and the one cannot fall without the other 
declining equally. An important factor in the problem is the 
strength of the pressure for foreign capital to flow into Canada. 
Inflows for direct investment in Canada and from the net sales of 
stocks to non-residents have been large and persistent. If account 
is also taken of the volume of profits from investment that accrue 
to non-residents but that are retained and re-invested in Canada — 
an item which is not included in the net capital inflow in the official 
Canadian balance of payments statistics but which increases non- 
resident owned investment in Canada—the total of equity-type 
capital inflow into Canada appears recently to have approached a 
rate of $1,000 million a year. The volume of this type of capital 
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inflow is relatively insensitive to differences in the levels of interest 
rates between Canada and other countries or changes in the foreign 
exchange value of the Canadian dollar, and would, if anything, be 
greater with increased economic prosperity in Canada. 

Examination of past developments and of possible causes of 
present difficulties is only of value as an aid to deciding on what 
measures might seem most effective to deal with present difficulties. 
I have urged on a number of occasions that there are serious 
structural distortions and inadequacies in the Canadian economy 
which have been developing for many years and which can only 
be corrected by utilizing various tools of economic policy on a 
broad front. Monetary policy cannot have much effect on such 
basic economic problems. On the other hand, the objectives of 
monetary policy are the same as the objectives of general economic 
policy and are not in conflict with them. 


The goals of full employment, sustained economic growth, stable 
prices and a sound currency must all be pursued simultaneously. 
It should not be necessary — were it not for rather extreme state- 
ments that have appeared in some public discussion of these matters 
— to remark that the Bank of Canada is not in any way opposed to 
the idea of full employment, and does not operate with a view to 
restricting economic growth or preventing increased employment 
in the supposed interests of monetary policy or of anti-inflationary 
endeavours. 


The seeking of full employment, the overcoming of unemploy- 
ment by non-inflationary means, must be for all of us an economic 
objective of the very highest priority. We should not allow exag- 
gerated ideas about the influence of monetary policy to distract us 
from pursuing outside the monetary field the most practical and 
effective measures to ensure the restoration of a high level of 
employment and the reduction of unemployment to the minimum 
level. Equally, we should not let the sound administration of 
monetary policy and public acceptance of a sound monetary policy 
be jeopardized by natural concern about a high level of unemploy- 
ment which has not been caused by monetary policy and is not 
curable by monetary policy. 


Large-scale unemployment is an indication of failure on the part 
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of all of us collectively to make the most effective use of the 
resources of modern technology and social organization. When 
the economy as a whole operates at less than full capacity, we are 
not producing the maximum possible supply of goods and services 
for use today, either for consumption or for increasing our capacity 
to provide a higher rate of production and a higher standard of 
living tomorrow. ‘The nation as a whole suffers real economic 
loss, and it is avoidable economic loss, in addition to the personal 
loss and frustration of those particular persons who are seeking 
work and unable to find it. It seems to me only common sense, 
when considering the economic, social and personal problems of 
unemployment, that no price is too great for the community as a 
whole to pay in order to achieve full production and reduce unem- 
ployment to the lowest possible level. (It should be unnecessary 
to explain that I am speaking of an economic price.) The practical 
question is, what are the best measures to take, and how is the cost 
of those measures to be shared by the various groups and individuals 
that make up the community. 


A central bank must be opposed to inflationary methods which 
involve excessive monetary expansion. But the adoption of any 
policy or any combination of policies directed towards establishing 
and maintaining full employment, and maintaining a high rate of 
steadily continuing economic growth without inflation, is not in 
any way prevented or limited by the central bank or by a sound 
money policy. ‘There is no financial obstacle to the carrying out 
in a non-inflationary way of any programme which is physically 
possible, if the community is willing to make the appropriate 
arrangements and put into effect whatever changes in the use of 
physical resources and changes in the distribution of real incomes 
may be involved in such programmes. ‘These are the real factors 
involved, which cannot be avoided, whatever method be favoured 
to deal with them. Inflation itself is one method of inducing 
changes and adjustments in the use of physical resources and in the 
distribution of real incomes — but there must be more equitable and 
efficient ways, better ways of sharing the real costs and ultimate 
benefits of full employment policy and other constructive economic 
and social policies. 
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Role of Monetary Policy 


The primary function of the central bank is to provide the 
chartered banks with a volume of cash reserves adequate to support 
an appropriate level of bank credit and deposits. The volume of 
cash reserves and of related bank assets and deposits will vary in 
the short run, mainly for seasonal reasons, and also in the long run, 
where the trend is upward. The rate of expansion of credit and 
the timing of such expansion will always be matters of judgment, 
both for the central bank and for the chartered banks. At no time 
since the Bank of Canada was established in 1935 have the total 
lending resources of the chartered banks, or the stock of money 
as defined to include both currency and bank deposits, decreased 
by any significant amount for any significant period. There have 
been times when the rate of increase was moderate or negligible, 
and other times when it was rapid. 

The stock of money or the corresponding factor of the size of 
the total assets of the banking system is not the only element affect- 
ing the level of interest rates or changes in various interest rates 
from time to time. With any given level of the total stock of 
money interest rates may rise or fall depending upon the relative 
strength of the demand for funds on the part of borrowers and the 
willingness of lenders to make loans and investments. For present 
purposes I will leave aside the controversial question as to whether 
a change in the rate of interest will induce a change in the proportion 
of their income which people will save, although I find it difficult 
to agree with the assertion of those who say there is no such effect. 
Of greater immediate importance is the effect of changes in the rate 
of interest on the willingness of people presently holding deposit 
balances to lend them to others who wish to carry on enlarged 
spending programmes. 

Economists have often differed in their views as to the influence 
which changes in interest rates have on the plans of borrowers and 
spenders; whether, for example, lower interest rates encourage 
major increases in inventories or make a major contribution to 
business decisions to expand programmes for new investment in 
physical plant and equipment. There is by no means a clear con- 
sensus on this subject. Some commentators have, however, pro- 
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posed that a substantial further reduction of interest rates, particu- 
larly yields on long-term bonds, should be the over-riding objective 
of financial policy in Canada at the present time. In some cases the 
proposal may involve keeping interest rates low in times of boom 
as well as recession but it seems usually to be related to a view that 
larger swings in interest rates both down and up at appropriate 
times would be desirable as a means of moderating recessions or 
booms in economic activity. Variation of interest rates has been 
urged both as a means of changing conditions in domestic financial 
markets, and as a means of moving the exchange rate, at least to 
parity with the United States dollar. One published proposal is 
that Canadian interest rates be put at the same level as United States 
interest rates. All sincere proposals should receive careful appraisal 
along with the other considerations which may be relevant and 
important. 

The basic reason why interest rates are lower in the United States 
than in Canada is that the total level of borrowing, the aggregate 
demand for funds by governments, business and individuals com- 
bined, is less (proportionately) in the United States than in Canada. 
Reducing Canadian interest rates, particularly on government 
securities, nearer to or all the way to the same level as in the United 
States would be intended among other things to prevent pressure 
on the Canadian exchange rate which results when large-scale 
inflows of capital take place. For provinces and municipalities to 
borrow abroad is hazardous to themselves and undesirable in the 
national interest. In so far as capital inflows are due to borrowing 
abroad by Canadians, it would be preferable to deal with the 
problem by encouraging Canadian entities to borrow at home rather 
than abroad, with the effort more proportionate to the desired 
result, rather than attempting to make a substantial reduction in the 
entire interest rate structure in Canada in order to change the source 
of what is only a small part of total borrowing by Canadians. 
Moreover, the other large element in the capital inflow, that is, the 
inflow of foreign capital for direct investment or equity investment 
in Canada would not be materially affected by lower interest rates 
in Canada. There are ways to influence the inflow of capital for 
direct investment outside the monetary field and in the direction of 
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providing relatively more favourable incentives, opportunities and 
facilities for Canadians to invest in Canadian stocks and Canadian 
industrial development. 

The arguments advanced for larger swings in long-term interest 
rates at rather short intervals, whatever their theoretical justification, 
ignore very important practical effects on the market for govern- 
ment bonds and other debt instruments. The fluctuations in bond 
prices which we have experienced since the war at relatively short 
intervals as the business cycle changed from upswing to downswing 
to upswing again, have been large enough to be seriously disturbing, 
and it is much to be desired that such fluctuations be moderated, 
not aggravated, in future. If fluctuations in interest rates and bond 
prices were to be even larger, investors would see little attraction 
in purchasing in times of low interest rates, bonds which could be 
bought much cheaper a year or two later, and the operation of the 
free market investment mechanism would be seriously impaired. 

A lower level of interest rates at the present time is being urged 
in current discussion with a view to encouraging the desire to 
borrow — to increase total borrowing and induce more of such 
borrowing to be attempted in Canada rather than abroad. It will 
not, of course, encourage the desire to lend, at least on the part of 
non-bank lenders, but if anything the reverse. (As already stated, 
I am speaking of changes in willingness to lend funds already in 
existence or coming into the hands of savers through normal rates 
of saving — not changes in the rate of new saving itself.) As a 
practical matter, the level and structure of interest rates, and pros- 
pects for some degree of stability, must be such as to induce non- 
bank investors to use their funds to buy Government bonds and 
other securities in large volume every year and over a period of 
years, including the large amounts required to be raised to pay off 
maturing issues, as well as new issues. The size of the public debt 
in the post-war world and its continuing annual increase, are so 
great that monetary management must take account of the practical 
problems of maintaining a sufficient market among non-bank inves- 
tors for the annual maturing amounts of such a debt and further 
additions to the debt. 


If reducing interest rates 1s intended to encourage an increased 
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volume of borrowing in Canada, there must be an equivalent 
increase in lending. If, however, lower interest rates would reduce 
the willingness of non-bank lenders to lend existing funds, the 
desired increase in the flow of loanable funds would have to come 
from the banking system, which would also have to make up for 
the reduction in the flow of loanable funds from other lenders 
discouraged by reduced returns and the expectation of large fluctu- 
ations in bond prices to be induced from time to time by a more 
aggressive official policy with regard to variations in interest rates. 


The question is whether it would be desirable to reduce the area 
of private lending and subordinate the operations of the banking 
system to such a purpose, involving larger increases of chartered 
bank assets and deposits in some periods than have occurred before 
(and presumably also in some periods appreciable contractions, 
which have not occurred before). The answer is surely, No — the 
objective of a satisfactory flow of funds in the Canadian capital 
market can be achieved in other, less disruptive ways. 


Serious trouble has developed on several occasions since the war, 
when expansion of the money supply became so great as to cause a 
very large increase in the more liquid assets of the banks. The 
banks are naturally desirous of replacing such low-yielding assets 
with other loans and investments as opportunity offers. Within 
reasonable limits, this is a desirable way of keeping the banking 
system flexible and dynamic. Beyond reasonable limits, however, 
it leads to excessive credit expansion during periods of strong 
economic activity, heavy sales of government securities by the 
banks, and serious disturbance of the market for all kinds of bonds. 


On balance, I do not believe it is desirable for reasons of interest- 
rate policy to expand the assets of the banking system beyond the 
size needed to ensure an adequate flow of credit of the kind norm- 
ally expected to be provided by banks, with a reasonable margin for 
flexibility and growth. If borrowing requirements of a capital 
nature are not excessive in total but tend to exceed the flow of funds 
available from non-bank lenders at existing levels of interest rates, 
plus a reasonable expansion of bank assets, the soundest solution 1s 
for borrowers to pay such rates of interest and offer such kinds of 
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securities as will attract additional funds out of inactive deposits, 
and for all concerned to encourage the growth of institutions which 
will assist the process of moving into desirable fields of longer-term 
investment funds now held by potential investors (in very large 
sums in the aggregate) which are not presently invested by them 
but held in idle bank deposits. There is scope for large-scale 
expansion in the market open to credit-worthy borrowers if suitable 
means can be adopted for achieving through the free market 
mechanism more effective utilization of the existing stock of money. 


To recapitulate, I am convinced that to engage in further large 
over-all monetary expansion in an attempt to drive down interest 
rates generally, with or without the motive of thereby reducing the 
inflow of capital from abroad, is an unsound and dangerous 
approach and would prove to be an ineffective approach, to the 
problems of the exchange rate, of the recession, and of achieving 
more consistent economic growth. Ensuring an adequate flow of 
capital funds to borrowers can under the circumstances which exist 
best be achieved by measures which do not require the whole level 
of interest rates to be further reduced by a substantial amount 
through the medium of large-scale over-all monetary expansion. 
It is not necessary, and is not desirable, to swing the whole apparatus 
of monetary policy with a view to overcoming a deficiency from 
time to time which amounts to only a fraction of the total borrow- 
ings of these entities, and a still smaller fraction of the entire fow 
of capital funds in the economy. More lending and investment of 
private funds by non-bank investors is the sound and desirable 


approach to problems of the supply of capital funds in Canada. 


Many requirements other than having an appropriate level of 
bank cash reserves, and of total bank deposits and assets, and an 
appropriate level of interest rates, must be met in order that the 
economic system may work satisfactorily. As a practical matter, 
one must recognize that serious harm could be done by attempting 
to offset, by means of general monetary action, economic maladjust- 
ments requiring other types of remedial action, public or private. 
Monetary expansion may play a part when it occurs in conjunction 
with a broad sweep of other programmes of a more specific kind 
directed towards solving the problems in question. By itself, how- 
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ever, the creation of more and more money could do little toward 
achieving the objective. Moreover, while the central bank can 
stimulate an increase in the total of bank deposits and bank assets 
it cannot usually influence the allocation of the increase towards 
any particular industry or sector of the economy, to local govern- 
ments or to particular regions; the actual distribution of the increase 
will depend on many factors which are outside the field of the 
central bank. 

The emphasis which is placed from time to time on the limitations 
of monetary management by those who are engaged in central 
banking is based on concern for the healthy vigour of the economy; 
it is not a sign of an uncooperative spirit or a desire to create diffi- 
culties. The danger these days is not that the positive and con- 
structive possibilities of money creation will go inadequately recog- 
nized or inadequately exploited, but that excessive faith in its 
curative powers will lead to its unrestrained use while more search- 
ing diagnoses will be delayed and more effective remedial measures 
outside the field of central bank action will go untried in the easy- 
going belief that they are not necessary. 


Central bankers throughout the world are, I think, unanimous 
in feeling that people have come to expect far too much of monetary 
manipulation both in counteracting strong inflationary forces and 
in promoting sound economic growth and overcoming recession. 
The provision of money and credit and capital is not enough. In 
addition to the many important factors in the field of private 
business and the activities of private individuals, it is the whole field 
of public policy which must be utilized, not just the narrow field 
of monetary policy, in order to achieve desirable economic and 
social goals. If I may quote from a recent speech by the Governor 
of the Bank of England, “... A theme which I have myself argued 
for many years past (is) that monetary policy cannot cure all ills, 
and that it is a great mistake to expect it to carry loads which 
should be carried in other fields of Government policy.” Lord 
Cobbold was speaking in this context about the problems of restrain- 
ing the excesses of a boom, but his theme applies with even greater 
force to the problems of overcoming recession and promoting a 
satisfactory rate of sustained economic growth. 
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The External Economic Environment 


By the beginning of 1960, economic activity in the world as a 
whole had reached a very high level. Some increase in production 
occurred in the first half of the year, but the rate of increase was 
less than in 1959. By mid-year, industrial production in the indus- 
trial countries reached a peak about 25 per cent above the low point 
of April 1958. 


The recovery from the recession of 1957-58 began somewhat 
earlier in North America than in the overseas countries and ceased 
at a time when economic activity overseas was continuing to expand. 
Overseas, the first signs of a levelling-off became apparent in the 
United Kingdom where industrial production stopped rising in 
April. Elsewhere production continued to grow, although the 
rate of increase tended to slacken in Western Europe as one country 
after another approached the full utilization of its productive 
potential. 


The expansion of 1958-60 was larger and produced more evidence 
of pressure on resources in the overseas industrial countries than in 
North America. In Europe and Japan, a shortage of labour devel- 
oped, industrial capacity was fully utilized, investment programmes 
were greatly expanded and large backlogs of orders for capital 
goods built up. In North America, these symptoms of boom have 
been either absent or much less pronounced and the upward trend 
in prices and costs appears to have moderated. Wage rates rose 
quite rapidly in 1960 in the overseas countries and expectations of 
price increases appeared to be more commonly held there than in 
North America. These contrasts have been reflected in the patterns 
of external trade, and trends of interest rates, to which I shall refer 
later. 


In the United States the normal processes of expansion, which 
were checked by the steel strike in 1959, did not succeed in reassert- 
ing themselves to the extent that most observers had expected a 
year ago. ‘he upsurge in business activity following the four- 
month strike carried industrial production and total real output to 
peak levels in the early months of 1960, but much of this increase 
in output was directed to filling depleted stocks and by mid-year 
the expansion of over-all activity had come to an end. Inventory 
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accumulation reached a seasonally adjusted annual rate of $11.4 
billion in the first quarter but slackened thereafter, and by the 
fourth quarter inventories were being liquidated at a $3 billion 
annual rate. A decline in outlays on new housing and in business 
fixed investment, the latter associated with a fairly sharp decline in 
corporation profits, added to the contractionary forces during the 
latter half of 1960. However, final demand rose throughout the 
year in contrast to the declines which occurred in the 1957-58 
recession; in both periods, governments increased their expenditures 
on goods and services, but business fixed investment declined much 
less in 1960 than in the previous recession, exports and the balance of 
payments on goods and services improved and consumer expendi- 
tures held up better. Even so, the rate of increase of final demand 
was insufficient to offset the effect on output of the substantial 
inventory adjustment, and total output declined by one per cent 
from the second quarter to the fourth. Unemployment, which did 
not fall below 4.8 per cent of the civilian labour force in the 
expansion phase of the cycle, began to rise on a seasonally adjusted 
basis in the second quarter of 1960 and reached a rate of 6.8 per 
cent in December. 


The Federal Government’s cash budgetary position shifted from 
a deficit of $8 billion in 1959 to a surplus of $3 billion in 1960. 
Commercial bank loans increased by about half the increase in 1959 
and the banks added to their holdings of Government securities. 
Interest rates fell in the first half of the year and showed relatively 
little change in the second. 


As the year 1960 opened in the United Kingdom, the earlier rise 
in exports and the upsurge in consumer spending on cars and other 
durables were stimulating a large build-up of inventories and a 
boom in fixed investment. Following the increases in production 
and employment, the labour market became distinctly tight early 
in 1960 and a number of industries in a number of important regions 
encountered considerable difficulty in expanding their labour force. 
Some physical shortages developed, unfilled orders increased and 
as prices began to move upwards concern was widely expressed 
lest wage increases should exceed the increases in productivity. 
The balance of economic policy shifted in the direction of restraint, 
and financial conditions tightened. In April, hire-purchase controls 
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which had been lifted in 1958 were reimposed, and the Bank of 
England used for the first time the new technique of calling for 
Special Deposits from the banks with the purpose of reducing their 
liquidity. 

After April, production held steady, neither rising further in the 
aggregate, nor falling significantly until late in the year. Operations 
had reached capacity in a number of industries, and as the year 
went on difficulties were encountered in the export and home 
markets by producers of cars and other consumer durables. 

The trade balance of the United Kingdom deteriorated in 1960 
as imports rose and exports declined. The very high levels of 
activity in the economy contributed to this development, the rise 
in imports being undoubtedly due in part to the build-up of material 
stocks, and to the investment boom, while supply difficulties and 
lengthening delivery dates influenced the performance of exports. 
Other factors have also been present including the removal of dis- 
criminatory restrictions on imports from North America both in 
the United Kingdom and in third markets, and the competitive 
impact in the United States market of compact cars produced in 
the United States. The over-all current account balance swung 
from a surplus of £139 million in 1959 to a deficit of more than 
£100 million in 1960. Even though the normal outflow of long- 
term capital from the United Kingdom continued, and substantial 
repayments were made to the International Monetary Fund, ex- 
change reserves increased as a result of the massive inflow of short- 
term capital attracted by higher short-term interest rates than those 
in the United States, Canada, and some other countries. 

Production in the principal countries of Continental Europe has 
grown rapidly in recent years and the expansion continued in 1960. 
With the demand for both consumer and investment goods insistent, 
production rose in most instances as rapidly as growing capacity 
permitted. ‘The pressure on resources has been particularly evident 
in Germany where unemployment dropped far below the level of 
unfilled job vacancies in spite of a large influx of workers from other 
countries, and orders for capital goods outstripped the capacity of 
manufacturers to supply them. The German trade surplus con- 
tinued at a high level, and rising interest rates and at times specula- 
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tion on the possibility of an increase in the exchange value of the 
deutsche mark attracted very large amounts of foreign capital in 
spite of efforts to check the inflow. German foreign exchange 
reserves rose by more than $2 billion in the year to a level in excess 
of $7 billion. 

High world production of primary commodities kept their prices 
weak in 1960 in spite of the high level of industrial production in 
the world economy, and by year-end commodity price indexes had 
reached levels lower than at any time since the Korean War. A 
pattern of declines in 1960 following advances in 1959 is evident 
over a wide range of industrial materials such as textile fibres, base 
metals, hides and rubber. Further reductions occurred in petroleum 
prices during the year and some foodstuffs including butter and 
cocoa have also been weak, while cereals and coffee remained in 
surplus. In general the weakness in commodity prices can be attri- 
buted to the expansion of supplies, due in some cases to favourable 
weather conditions but more fundamentally to the growth of 
productive capacity both for natural products and their manufac- 
tured substitutes. | 

While the industrial countries benefited fromthe decline in 
commodity prices which contributed to the stability of their internal 
price levels as well as favouring their international terms of trade, 
the high level of industrial activity in 1960 affected primary pro- 
ducers by enabling them to secure a larger volume of sales even if at 
somewhat lower prices. There has of course been enough diversity 
in the commodity markets for the various producing areas to have 
been affected differently. Latin America, which is heavily depend- 
ent on coffee and oil, has suffered a continued decline in export 
prices for some years, and in 1960 a number of important countries 
in this part of the world restricted imports severely. Australia and 
New Zealand experienced a sharp decline in export prices in 1960, 
as wool, butter and base metals moved down from their earlier 
highs. Their exchange reserves which were high in 1959 tended 
to decline in 1960 as the growth of imports, stimulated by rising 
domestic incomes and measures of trade liberalization, outstripped 
the more static level of export earnings. Such products as tea, jute 
and tin which are important to the newer Commonwealth countries 
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of Asia were stronger in price than most other commodities and 
rubber prices were unusually high prior to their sharp fall in the 
second half of 1960. 


The value of goods entering the channels of world trade was 
more than 10 per cent above the record 1959 level, but as in the 
case of industrial activity the rate of growth slowed down in the 
course of the year and may indeed have levelled off. There was a 
continued and massive growth in trade among the countries of 
Europe including the United Kingdom. During the first ten months 
of 1960, the value of intra~-European trade was more than 20 per 
cent above the same period of 1959 and an even larger increase, 
amounting to more than 30 per cent, occurred in trade among the 
six member countries of the European Economic Community. 


No significant gains were recorded in North American trade with 
Latin America or in trade between Canada and the United States; 
Canadian exports to the United States were lower in 1960 than in 
1959 and Canadian imports from the United States were about the 
same. 

On the other hand, there 


TRADE BETWEEN NORTH AMERICA AND EUROPE! 


3-month Centred Moving Average Was 2a lar ge impr ovement 
of Seasonally Adjusted Series at Annual Rates 4 
Pe irbare in the balance of North 


America’s trade with Europe 
and an increase in North 
America’s share of other 
markets outside the Western 
Hemisphere. As the inset 
chart shows, the improve- 
ment began in the second 
quarter of 1959 when North 
American exports to Europe 
turned upwards and con- 
tinued strongly during 1960 
while imports from Europe 
were falling. 


The improvement in North America’s balance of trade with 
Europe between the second quarter of 1959 and the third quarter 
of 1960 amounted to about $4 billion at annual rates. In the same 
span of time, North America’s balance of trade with other countries 


IMPORTS FROM EUROPE 





1958 {959 1960 


7Statistics prepared by O.E.E.C. relating to trade of member 
countries. 
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improved by $1 billion, very much more than Europe’s improve- 
ment with these countries; large increases occurred in North 
America’s exports to Sterling Area countries and Japan. These 
developments have provided support to the North American econo- 
mies and reduced the size of the contractions in output which might 
otherwise have taken place. 

United States merchandise exports rose 20 per cent between 1959 
and 1960, while Canadian exports rose only 5 per cent over-all due to 
the decline in Canadian exports to the United States, which consti- 
tute more than half the total. Thus, the United States trade balance 
improved much more than that of Canada in 1960, and the total 
balance of United States transactions in goods and services including 
military expenditures abroad changed from a negligible figure in 
1959 to a surplus of nearly $4 billion in 1960. The continued loss 
of gold and the increase in foreign holdings of United States dollar 
assets — together amounting in 1960 as in 1959 to $3.8 billion — 
was in 1960 more than matched by increased American holdings 
of foreign assets. The so-called “deficit” in the United States 
balance of payments (shown in the table on the next page as 
Decline in recorded “reserves”) would indeed have been relatively 
small had it not been for the large outflow of private short-term 
capital, both foreign and domestic, attracted by higher interest 
rates abroad or influenced by speculation on possible changes in 
the relative values of different currencies and gold. 

In contrast, Canada continued to run a trade deficit and a large 
deficit on the over-all current account financed mainly by an inflow 
of long-term capital. 

The developments of 1960 provided further encouragement to 
international co-operation in an environment of convertibility and 
liberalized trade. In December, Canada and the United States as 
well as the European member countries of the O.E.E.C. signed the 
convention of the new Organization for Economic Co-operation 
and Development. This new international organization is expected 
to play a useful role in the fields of economic policy and trade, and 
of aid to underdeveloped countries. Little progress has been made, 
however, in the solution of the problems arising from the creation 
of regional groupings in Europe. 
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The Balance of Payments of Canada and the United States 
Compared : 1960* 
(billions of Canadian or United States dollars) 


CurRENT RECEIPTS (+) Canada U.S.A. 
OR PAYMENTS (—) 
Merchandise exports . . . . +5.4 +19.4 
Merchandiseimports . . . . —8.5 —14.7 
Merchandise balance Sry ae —.1 +4.7 
Non-merchandise receipts . . . +#1.6 +7.7 
Non-merchandise payments coe 2.5 —8.6 
Non-merchandise balance. . : _. —, 
BALANCE ON GOoDs AND SERVICES . —1.1 +3.8 
Government grants and 
private remittances, met .  . — 2 —2.4 
TOTAL CURRENT ACCOUNT BALANCE . —1.3 +1.4 
CAPITAL INFLows (+) OR OuTFLOWs ( —) 
Government long-term capital, net . — —1.1 
Private long-term capital, net .  . +.8 —2.0 
Total long-term capital, net .  . +.8 
All other capital movements, net + .4 


TOTAL CAPITAL INFLOW (+) 
PAOUTHCOW (a) Whe PS) ey +1.2 


Decline in recorded “‘reserves’’ (+) 
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TotaL CapiTaL AccouNT BALANCE : +1.3 —1.4 














* As far as possible, the above table presents the balance of payments for the two countries on a com- 
parable basis. Estimates for the United States are based on the initial summary release by the 
United States Department of Commerce. This source does not separate Government grants and cap- 
ital transfers, and Government grants have been estimated at $1.6 billion for 1960 on the basis of 
their level in 1958, 1959 and the first three quarters of the year. For the United States all other 
capital movements consist of a net short-term outflow of $1.1 billion plus an outflow of $1.0 billion 
arising from errors and omissions but believed to consist largely of unrecorded capital movements. 
In both countries, merchandise transactions exclude transfers under military grants and non-merchan- 
dise transactions exclude official contributions, grants and private remittances. In Canada, private 
long-term capital includes net direct investment and all transactions in bonds and stocks. Declines in 
recorded ‘‘reserves’’ are, for Canada, declines in official holdings of gold and foreign exchange and, 
for the United States, increases in foreign gold and liquid dollar assets through transactions with 
the United States. 





International short-term capital movements assumed large pro- 
portions in 1960. Some money moved for speculative or non- 
economic reasons, e.g., from the Union of South Africa, the Belgian 
Congo, Venezuela and Cuba. The gold parity of the United States 
dollar came under question in some quarters in 1960 and speculative 
movements resulted in the price of gold in the London free gold 
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market being temporarily bid up to more than $39 an ounce in 
October. By the early months of 1961, however, it appeared that 
the improvement in the basic balance of international payments 
position of the United States and the clearly expressed intention of 
that country to maintain the par value of its currency had arrested 
the speculation against the United States dollar. 

To a considerable extent the short-term movements of capital 
which took place in 1960 were not speculative in character but a 
response to the emergence of large differentials especially in short- 
term interest rates reflecting the differences in domestic and external 
economic developments. The experience of 1960 has caused many 
observers to raise the question whether the present international 
financial machinery is adequate to cope with the strains which may 
arise if large interest rate differentials lead to a very large movement 
of short-term funds between important industrial countries, and 
proposals for changes in international arrangements have been under 
discussion in a number of countries. 


Economic Developments 


The expansion in over-all output in Canada which began early 
in 1958 continued in the first quarter of 1960. The volume of 
total production was 8 per cent above its level two years pre- 
viously and total employment was 5 per cent higher. Unemploy- 
ment, seasonally adjusted, was 6 per cent of the labour force. 
Prospects for increased investment as indicated by the survey of 
business intentions, and prospects for higher exports which were 
based both on the optimistic views then current about the United 
States economic scene, and also on the strong growth taking place 
in the major countries overseas, gave rise to optimistic expectations 
for developments in 1960. 


In the event, the first quarter proved to be the high-water mark 
of the cyclical expansion. Total output fell by more than one 
per cent in the second quarter. Actual outlays by business in 
1960 for new capital projects fell below expectations, including 
those reflected in the mid-year review of investment intentions, 
although they continued to be high in relation to pre-1956 levels 
or to levels in most other countries. Exports to the United States 


fell sharply from the unusually high levels reached after the 
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COMPONENTS OF GROSS NATIONAL EXPENDITURE: 1958-60 


Seasonally Adjusted at Annual Rates 
Quarterly! — Billions of Current Dollars 
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settlement of the steel strike, and there was a marked decline in 
residential construction. During the second half of the year there 
developed a general liquidation of business inventories in both 
Canada and the United States which acted as a check to total 
output. A further rise in exports to overseas countries was 
accompanied by a continued decline in exports to the United States. 
Despite such influences, final domestic demand increased in the 
second half of the year, being supported by further growth in 
consumer spending and in government purchases of goods and 
services. The level of total output remained fairly steady after 
mid-year. In the fourth quarter, the seasonally adjusted annual 
rate of gross national product in current dollars was about one- 
half of one per cent higher than in the fourth quarter of 1959 
and, making allowance for an estimated price increase of close to 
one per cent, the level of physical output was fractionally less than 
a year before. 


Employment and Unemployment. The Canadian labour force 
expanded by 3.2 per cent from December 1959 to December 1960, 
while total employment increased by 1.3 per cent. There was a 


sharp rise in the proportion LABOUR FORCE AND EMPLOYMENT 
. . Monthly — Millions of Persons 
of women of working age in ee 
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the labour force, and the 
number of women with jobs 
increased by 8 per cent. 
Male employment, on the ,..—-——“= = 
other hand, declined slightly 
during 1960; in December _ ,,| 
the number of men with 
jobs was 1 percent less than 45 
a year before. 

Non-farm employment 
increased by 1.6 per cent 
while employment in agri- 
culture declined slightly. 
Employment in the service 
industries, which are large 
employers of women, rose 
by 5 per cent in the course Sen 1039 i960. 196! 
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of the year while employment in non-farm goods-producing indus- 


tries declined by 3 per cent. 
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On a seasonally adjusted 
basis, the growth in the total 
labour force steadily out- 
paced the rise in employ- 
ment through 1960 and un- 
employment increased. The 
decline in male employment 
caused the male unemploy- 
ment ratio to rise more than 
the increase in the total un- 
employment ratio. From 
December 1959 to December 
1960 total unemployment 
rose from 6.5 per cent of the 
total labour force to 8.2 per 


cent, the number of men unemployed rose from 7.7 per cent of the 
male labour force to 9.9 per cent and the unemployment ratio for 
women rose from 3.2 per cent to 3.7 per cent. A further feature 
of the unemployment situation is the age distribution of unem- 
ployed men. Among men of age 20-24 in the labour force, the 
unemployment ratio in December 1960 was 13.1 per cent. 
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Price Changes. Prices con- 
tinued to rise. The composite 
price index of all goods and 
services measured in the gross 
national product is estimated 
to have risen nearly 1 per cent 
from fourth quarter to fourth 
quarter. The consumer price 
index in December 1960 was 
1.3 per cent higher than a year 
before. The food sub-index 
rose by 2.4 per cent, account- 
ing for more than half the in- 
crease in the total index. Prices 
of consumer goods other than 


food declined slightly for the first time in five years. Prices of 
consumer services increased by 1.8 per cent during 1960, which 
was the smallest rate of increase in this area for some years. Among 
the service costs, there was a continued slowing-down in the rate 
of increase in rents to less than one-half of one per cent during 
1960. The composite index of construction costs continued to 
move up rather more rapidly than consumer prices in general. 
Prices of building materials were about level in 1960. Canadian 
dollar prices of Canadian primary industrial materials were mostly 
steady to slightly lower in 1960, despite the effect of some decline 
in the foreign exchange value of Canadian currency in the course 
of the year. | 


Capital Expenditures — New Investment. Total outlays on 
private and public investment in Canada in 1960 amounted to 
$8,200 million compared with $8,417 million the year before, 
although both the first survey and the mid-year survey of inten- 
tions forecast a higher level for 1960 than in 1959. The major 
decline in capital expenditure occurred in residential construction, 
where outlays were down $263 million. Direct government outlays 
were $70 million higher of which about half represented increased 
expenditure on schools. The total of business fixed capital invest- 
ment was virtually unchanged from the year before, although on 
a quarterly seasonally-adjusted basis it was lower at the end of 
1960 than at the end of 1959. Major declines occurred in the case 
of railways, electric and gas utilities, petroleum refining, non-metal- 
lic mineral processing and transportation equipment. Major in- 
creases occurred in the case of pipeline construction, air transporta- 
tion, mining, and in pulp and paper, iron and steel and chemical 
manufacturing. The first survey of 1961 investment intentions 
indicates a moderate increase (about 2 per cent) from the year 
before. Significant increases are forecast in the case of housing, 
government departments, institutions, pipelines and electric utilities, 
with all other sectors, on balance, somewhat lower than in 1960. 


Expenditure on housing construction was about 15 per cent be- 
low the 1959 level. The number of housing units completed in 
1960 fell to 124,000 from 146,000 in the previous year, while the 
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HOUSING STARTS AND COMPLETIONS 


Seasonally Adjusted at Annual Rates 
Quarterly — Thousands of Units 






STARTS 


& 
COMPLETIONS 
! 


1956 1959 1960 
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number of units started 
dropped to 109,000 from 
141,000 in 1959. Most of 
the latter decline was in 
starts financed under the 
National Housing Act. 
The rate of completions 
tended to move steadily 
lower in the course of 1960 
but the rate of starts, sea- 
sonally adjusted, recovered 
substantially in the latter 
part of the year, partly as 
a result of changes in the 


National Housing Act and Regulations. 


Consumer Expenditures. Consumer spending continued to rise 


during 1960. For the year as a whole, personal expenditure on 
consumer goods and services was nearly 4 per cent higher than in 
1959, a rate of increase which was fairly well maintained through 
the year. Expenditure on most non-durable goods and on services 
grew almost as rapidly as in the previous year but consumer 
purchases of durable goods were no higher in 1960 than in 1959. 
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PERSONAL INCOME AND EXPENDITURE 
Seasonally Adjusted at Annual Rates 
Quarterly —-°Billions ef Dollars 


TOTAL INCOME 


INCOME AFTER TAXES 


EXPENDITURE 


ON GOODS AND SERVICES 





1958 1959 1960 
Fourth quarter 1960 estimated. 


Sales of new automobiles 
were 4 per cent higher while 
purchases of appliances and 
some other household dur- 
ables were down quite 
sharply from a year earlier. 
The over-all increase of 
nearly 4 per cent in personal 
expenditure in 1960 was ap- 
preciably more than the rise 
in personal income after 
taxes, so that the rate of net 
personal saving was lower 
than in either 1959 or 1958. 
The amount of consumer 


credit outstanding rose during 1960; at year-end it was an estimated 
9 per cent higher than a year before. 


Government Expenditures. The total of expenditures by federal, 
provincial and municipal governments for all purposes including 
transfer payments continued to rise during 1960. ‘Total revenues 
did not increase as much, so that the over-all deficit of all govern- 
ments on a national accounts basis was larger than in 1959. The 
available evidence of quarter-to-quarter changes suggests a sharp 
widening in the over-all 
deficit in the second half of _oussraNpING REET OF NATIONS 
the year, and it is probable SER MN SE. av 
that by year-end on a season- 
ally adjusted basis the annual 
rate of the combined deficit 
for all levels of government 
was not much below the 
1958 level. The increase in 
the Government of Canada’s 
direct and guaranteed out- 
standing debt in 1960 was 
again appreciable, although | | Sa 
somewhat smaller than in 958 Ui | lv ose, hyo eco enise! 
1959 and substantially less  "feis'sstede Government accounts eas Goverament bank 


x balances. 
than in 1958. 
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Inventories. Swings in inventory investment had a major effect 
on economic activity in Canada during 1960. In the first half of 
the year there were substantial net additions to inventory at all 
levels. After mid-year, manufacturers began to reduce their over- 
all level of stocks and there was also some liquidation at later stages 
of distribution. In the final quarter of the year, preliminary figures 
suggest there was some slowing down in the rate at which manu- 
facturers’ inventories were being reduced. 
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International Trade and Payments. Total Canadian merchan- 
dise exports in 1960 followed an irregular pattern, reaching a very 
high rate in the first quarter, falling quite sharply in the second 
quarter, recovering much of this loss in the third and easing off 
again in the final quarter. The net change for the year as a whole 

was an increase of some 5 

saolitenanoise pwrorTS percent over 1959. Two 

Cars ao naa markedly divergent trends in 

external markets underlay 

these changes. Exports to the 

United States reached their 

peak in the opening months 

of the year. Thereafter they 

| declined quite steadily, at first 

TO ALL OTHER COUNTRIES in response to the return to 

more normal trade patterns as 

shortages in the United States 

arising from its steel strike 

1968 1959 1960 wore off, but later in the year 

in response to the decline of 

activity and reduced demand for Canadian materials on the part 

of United States industry. Exports to countries other than the 

United States by contrast rose strongly through the year and were 

20 per cent higher in 1960 than in 1959. Substantial gains were 

made in sales to the United Kingdom, Europe, Japan, Australia 
and New Zealand. 


By commodities, exports of metals and minerals were 10 per cent 
higher in 1960 than in 1959, although there was a 15 per cent 
decline in uranium shipments; exports of primary iron and steel, 
aluminum, copper and nickel and petroleum rose substantially. 
Forest products were higher by 5 per cent and chemicals by 18 
per cent. Exports of manufactured goods other than agricultural 
implements rose by 15 per cent. On the other hand, exports of 
agricultural products declined in 1960, and exports of agricultural 
implements fell back from the relatively high levels of 1959. 


4 Sap Billions of Dollars ani | 
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Canadian merchandise im- MERCHANDISE EXPORTS AND IMPORTS 


3-month Centred Moving Average 


ports declined slightly dur- of Seasonally Adjusted Series at Annual Rates 
ing 1960 until the final ah earn | 
quarter when a slight in- 60| 6.0 


crease occurred. For the 
year as a whole, there were 
larger imports of industrial 
materials and aircraft and 
lower purchases of machin- 
ery and construction materi- 
als; imports of consumer 
goods showed little change. 
As a result total imports \, ee ve 
were about the same as in bate hd ieee 

1959. The merchandise trade 

deficit which amounted to $423 million in 1959 was reduced by the 
extent of the increase in exports, or by $275 million to about $148 
million in 1960. Owing to the divergent trends in export markets, 
there was an appreciable increase during the year in our trade 
surplus with the United Kingdom and other overseas countries, 
and a fairly sharp increase in our trade deficit with the United States. 


AS 





Canada’s large adverse balance of payments on non-merchandise 
transactions continued to increase although at a slower rate than in 
recent years, and reached a new record level of $1,122 million in 
1960 compared to $1,071 million in 1959. While Canadian gold 
production available for export rose somewhat, there were small 
increases in the deficits on freight, travel, and interest and divi- 
dends and the deficit on other non-merchandise items (business 
services, Government transactions, migrants’ funds, and personal 
and institutional remittances) rose from $433 million to $477 
million. 


The over-all current account deficit in 1960 amounted to $1,270 
million, a reduction of $224 million from the previous year. 


The aggregate inflow of long-term capital fell by about $250 
million in 1960, and a very marked shift occurred in its com- 


position. 
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Foreign direct investment in Canada in 1960 was substantially 
higher than in 1959, particularly in the first half‘of the year. It 
amounted to $690 million in 1960, or $140 million more than in 
1959, and surpassed the previous record reached in 1956. The in- 
crease in direct investment in 1960 was largely accounted for by 
higher investment in petroleum, natural gas and mining. The take- 
over of existing Canadian firms by non-residents again made up an 
appreciable part of total direct investment in Canada. 


On the other hand, the inflow of capital arising from security 
transactions declined by nearly $400 million, from $617 million in 
1959 to $218 million in 1960. While net sales of new and out- 
standing Canadian stocks to non-residents fell from $140 million 
in 1959 to $62 million in 1960, the principal decline occurred in 
net sales of bonds. Net sales of new issues of Canadian bonds to 
non-residents fell from $419 million to $158 million with the 
largest decline occurring in the issues of provincial governments 
and their agencies. Net sales of outstanding Canadian bonds to 
foreigners fell from $91 million to $7 million. 


Sales of New Issues of Canadian Bonds to Non-Residents* 
(millions of dollars) 
Sales Retirements Net Sales 
1959 1960 1959 1960 1959 1960 


Government of Canada ... ss. 56 Sli Ol 57 —45 —26 
Provancmhhat ey Ass ise eg ks Ook +) 102 41 47 +293 +55 
ORISHA or 15S 122 34 35 +124 +87 
ormorateme te | eS T13, GU 65 78 +47 +42 

Pore e a leita \oa) 660 375 241 217 +419 +158 














* Includes issues payable in Canadian funds as well as in foreign currencies. 


The net inflow of short-term capital remained about the same in 
1960 as in 1959. The aggregate movement of funds (for the most 
part private short-term funds) in respect of changes in Canadian 
dollar holdings of non-residents and the balance of payments item 
“Other capital movements” amounted to $379 million in 1960 
compared with $363 million in 1959 and was concentrated in the 
fourth quarter of the year when the preceding build-up of foreign 
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currency deposits by Canadians was sharply reversed. Official 
holdings of gold. and foreign exchange fell by $70 million in 1959 
(including a gold payment of $62.5 million to the International 
Monetary Fund) and by $39 million in 1960. Canada’s official 
holdings of gold and United States dollars amounted to U.S. $1,829 
million at the end of 1960. 


OFFICIAL HOLDINGS 
OF GOLD AND UNITED ean DOLLARS 
AND EXCHANGE RATE 


Month-end 


TOTAL OFFICIAL HOLDINGS | ~* 


Billions of U.S. Dollars 























“1958——t—“‘<‘«‘«‘a Sti‘ OC 


The value of the United States dollar in Canada moved within 
rather wider limits in 1960 than in 1959. The United States dollar 
declined slightly from 95 7/32 at the end of 1959 to a low of 
94 15/16 in March 1960, climbed sharply to a peak of 99 in May, 
fell back to 96 5/8 in August, and rose again to almost 98 by the 
end of September; it fluctuated somewhat unevenly near the 98 
level from then until the last ten days of the year when it rose 
after the supplementary budget and closed the year at 99 21/32. 


$1 


Canadian Balance of International Payments 





(millions of dollars) 


Current Account 


1. With the United States 


Merchandise exports . 
Merchandise imports . 
Trade balance 
Non-merchandise receipts 
Non-merchandise payments 
Non-merchandise balance 


Current account balance 


2. With Other Countries 


Merchandise exports . 
Merchandise imports . 
Trade balance 
Non-merchandise receipts 
Non-merchandise payments 
Non-merchandise balance 


Current account balance . 


3. With All Countries 
Merchandise exports . 
Merchandise imports . 

Trade balance 
Non-merchandise receipts 
Non-merchandise payments 

Non-merchandise balance 


Current account balance . 


Source: Dominion Bureau of Statistics 
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1958 


2,908 
3,443 
— 535 
1,102 
1,743 
— 641 


—1,176 


ye) 
1,623 
+356 
448 
759 
== ai! 


+45 


4,887 
5,066 
aa lio 
1,550 
2,502 
ye 


—1,131 


1959 


3,189 
3,727 
— 538 
Lea egAS) 
1,882 
—703 





—1,241 


1,960 
1,845 
“+105 
457 
825 
— 368 


— 253 


5,149 
5,072 
— 423 
1,636 
2,707 
—1,071 


— 1,494 


























Capital Account [inflows (+) outflows (—)] 1958 1959 1960 
Foreign direct investment in Canada. .. +420 +550 +690 
Net sales of Canadian stocks to non-residents . +115 +140 +62 


Net sales of new Can. bond issues to non-residents 


Government of Canada . . . . . +51 —45 —26 
Provincial os! eae te ieee es +123 +293 +55 
Riinicipal ae ee ae ee ee +118 +124 +87 
Gorporatesye Pere e See ee! | 2) VE +200 +47 +42 
Total hae dies o,  oeeees ae ee +492 +419 +158 

Net sales of outstanding Canadian bonds... — +91 +7 
Canadian direct investment abroad . . . —48 —80 —85 
Net new issues of foreign securities in Canada . —10 —1 —1 
Trade in outstanding foreign securities .  . +13 —32 —8 


Net loan repayments to Govt. of Canada... +30 +33 +32 
Subscriptions in gold & U.S. $ to 


international financial agencies. . . . — —59 —3 
Changes in Canadian $ holdings of foreigners . +106 +13 +115 
Official holdings of gold & foreign exchange(inc.—) —109 +70 +39 
Other capital movements . . . . . +122 +350 +264 

Net capital movement . . . . . $1,181 +1,494 +1 210 
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Balance of Payments Trends: 1948-1960 


(millions of dollars) 


Balance of Payments on Current Account 


Exports Imports Balance 


1948 3,030 2,598 
1949 2,989 2,696 
1950 3,139 3,129 
1951 3,950 4,097 
1952 4,339 3,850 
1953 4,152 4,210 
1954 3,929 3,916 
1955 4,332 4,543 
1956 4,837 5,565 
1957 4,894 5,488 
1958 4,887 5,066 
1959 5,149 5,072 
1960 5,400 5,048 


Estimated 


+432 
4-293 

+10 
—147 
+489 

—58 

+13 
—211 
—728 
— 594 
—179 
—423 
—148 


Nome 


Merchandise 
Transactions 


(met) 


+19 
—116 
—344 
—370 
—325 

— 385 
—445 
— 487 
—638 
— 861 
—- 952 
—1,071 
—1,122 


Current 
Account 
Joaiauee 


+451 
L177 
—334 
—517 
+164 
—443 
—432 
—698 
—1,366 
—1,455 
= 18% 
—1,494 
—1,270 


Non-Merchandise Transactions in the 
Balance of International Payments on Current Account 


Gold Freight 
Production and 
Available Shipping 

for Export (net) 
1948 119 +57 
1949 139 +50 
1950 163 —17 
1951 150 —3 
1952 150 +8 
1953 144 — 56 
1954 155 —43 
1955 155 —17 
1956 150 —45 
1957 147 —70 
1958 160 —59 
1959 148 —105 
1960 161 —l111 


Current Account Balance of Payments by Regions 


Merchandise Balance 
with 





seas All 
Couns« Coune 
U.S.A tries tries 

1948 —289 +721 +4382 
1949 —378 +671 +293 
1950 —47 +57 +10 
1951 —516 +3869 —147 
1952 —471 +960 +489 
1953 —§88 +530 —58 
1954 —445 +458 +13 
1955 —685 +474 —211 
1956 —1,167 +4389 —728 
1957 —947 +353 —594 
1958 —535 +356 —179 
1959 —538 +115 —423 
1960 —679 +531 —148 


Source: Dominion Bureau of Statistics. 
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Travel 
(net) 


+145 
+92 
+49 
—6 
—66 
—63 
— 84 
—121 
—161 
— 162 
—193 
—207 
—215 


Interest 


an 
Dividends 
(net) 


—2595 
—307 
— 384 
—335 
— 268 
—239 
—276 
— 323 
—381 
—435 
— 444 
474 
— 480 


Other Non- 
Merchandise Merchandise 


Non-Merchandisze Balance 





with 


seas Ali 

Coune Coune 
tries tries 
+123 +19 
+107 £=—116 
+9 -—344 
+65 -—370 
+53 —3825 
—69  —385 
—83 —445 
—137 —487 
—166 —638 
--229 -—861 
—3l1l —952 
—3868 —1,071 
—424 —1,122 


Physical Volume Indexes 














1948 — 100 
Merchandise Merchandise 
Exports Imports 
100.0 100.0 
94.2 102.0 
93.6 109.2 
103.5 BY 
114.9 138.0 
113.2 151.0 
109.6 141.0 
118.5 157.9 
128.5 187.5 
129.3 179.6 
| 130.4 165.6 
134.2 183.9 
| 140.2 180.7* 
| | MKstimated 
Annual 
i Umremitted 
Total Non- | Profits om 
Foreign Direct 
Items Imvestment 
(net) in Canada 
+19 160 
—116 155 
—344 155 
—370 200 
—325 290 
—385 340 
—445 || 300 
—487 1 370 
—6388 480 
—861 475 
—952 250 
5 Kir robe hares 
294"129 90 a: 
Total Balance 
with 
Over 
aeas All 
Couns Coume 
U.S.A tries tries 
—393 +844 +451 
—601 +778 +177 
—400 +66 —334 
—951 +434 —517 
—849 +1,013 +-164 
—904 +461 — 443 
— 807 +375 —- 432 
—1,035 +337 —698 
—1,639 +273 — 1,366 
—1,579 +124 —1,455 
—1,176 +45 =—1,131 
Ai OA | a oRaH wile 104 
—1,377 +107 —1,270 





Annuas — Billiews of Deilars 


BALANCE OF PAYMENTS ON CURRENT ACCOUNT 


| SURPLUS 


MERCHANDISE 
ADE BALANCE |s¢ 
0 





Va 


TRADE BALANCE 


DEFICIT CURRENT ACCOUNT 





1948 49 50 5! 52 53 54 55 56 57 58 59 60 


MERCHANDISE EXPORTS AND IMPORTS 






IMPORTS 










2 | een SR ar) ee ene Lea 
19948 49 50 5! 52 53 54 55 56 57 58 59 60 
MERCHANDISE EXPORTS : MAIN GROUPINGS 


aa ras | 


| 2.0 


METALS AND 
MINERALS 


1.5} FOREST PRODUCTS yo "9% : 1.5 
pose oo? 


FISHERY PRODUCTS, 


: @ 
5 pee, 08” CHEMICALS, MANUFACTURED i 
| AND MISCELLANEOUS GOODS 


plas | alee ciation eed 
1948 49 50 5! 52 53 54 55 56 57 56 59 60 


BALANCE OF PAYMENTS ON CURRENT ACCOUNT 
WITH THE UNITED STATES 
AND OVERSEAS COUNTRIES 


cy 

4 WiTH 

SOVERSEAS COUNTRIES 
i 


‘es np 
= ay 
& 


Se tet et 


WITH mA ' 
UNITED STATES 





1948 49 50 5! 5253 54 55 56 57 58 59 60 


PAY MENTS 






j } Hy p 


194849 50 51 52 53 54 55 56 57 58 59 60 


MERCHANDISE IMPORTS BY END USET 


2.5 i129 
INDUSTRIAL MATERIALS 
incl. Fuels : 
@2z 
% of” 7 
1.5 Fea 1.5 
Ka 
te LP 
on 
vo’ CONSUMER GOODS 
1.0 cbr 1.0 
° 4, Pp 
INVESTMENT GOODS 
5 As 
I 
0 t | q " f n 4 0 0 


1948 49 50 SI 52 53 54 55 56 57 5B 59 60 


+ Figures for 1948 and 1949 are not available. 
1969 estimated. 
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Balance of International Payments on Capital Account 





(millions of dollars) 


Foreign Canadian Net Sales Net Sales 
Direct Direct of New Trade in of New 
Investment Investment Issues of Outstanding Issues of 
in Canada roa Can. Stocks Can. Stocks Can. Bonds 
1948 +71 +15 
1949 +94 aris 
1950 +222 +36 (not available) 
1951 +309 — 20 
1952 +346 = +22 ties +205 
1953 +426 05 +40 +21 +149 
1954 +392 =e) +11 +129 File 
1955 +417 —74 +57 +138 SE 
1956 +583 — 104 +65 +188 +461 
1957 +514 — 68 +36 +137 +629 
1958 +420 — 48 +27 +88 +492 
1959 +550 700 +30 +110 +419 
1960 +690 =o) +14 +48 +158 


Source: Dominion Bureau of Statistics. 


The Canadian Balance of International Indebtedness 








(billions of dollars) 
Canadian Liabilities Canadian Assets 
Other 
Foreign Foreign Canadian Government Canadian 
Direct Portfolio Liabilities Loans Official 
Investment Investment and Exchange 
Dec. 31 in Canada in Canada Foreigners Total Subscriptions Holdings 
1948 3.3 4.2 1.3 8.8 2.3 1.0 
1949 3.6 4.4 1.3 9.3 2.4 1.2 
1950 4.0 4.7 1.8 10.5 2.4 1.9 
1951 4.5 4.9 1.9 11.3 2.3 1.8 
1952 5.2 5.1 1.6 IE) 2d 1.8 
1953 6.0 3.0 1.4 12.9 2.2 1.8 
1954 6.8 5.9 1.4 14.1 vara 1.9 
1955 od 5.8 1.8 15.3 2.0 1.9 
1956 8.9 6.6 2.2 Lid 2.0 Lg 
1957 10.1 7.4 2.4 19.9 1.9 1.8 
1958 10.9 8.0 2.9 21.8 1.9 1.9 
1959 fis 9.0 3.6 24.4 oa 1.8 
1960* 12.8 9.5 3.8 26.1 2.0 1.8 
Source: Dominion Bureau of Statistics. 
*Preliminary. 
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Transactions All Trans- 


Trade in in Foreign actions in All Over-all Capital 
Outstanding Bonds & Bonds & Other Receipts(+ )or 
Can. Bonds Stocks Stocks Items Payments(— ) 
+31 — 568 —451 
—14 — 270 —177 
+331 — 255 +334 
+280 —52 +517 
— 166 —§8 +125 — 558 — 164 
—52 a +158 —78 +443 
— 66 — 24 +167 — 46 +432 
—165 —6 —5l1 +406 +698 
+11 +2 +-727 +160 +1,366 
—45 +6 +763 +246 +1,455 
— +3 +610 +149 +1,131 
+91 —33 +617 +-407 +1,494 
+7 —9 +218 +447 +1,270 
ee ee 
Other Net 
Canadian Canadian THE CANADIAN BALANCE 
External International OF INTERNATIONAL INDEBTEDNESS 
Assets Total Indebtedness Year End — Billions of Dollars 

















1.6 4.9 3.9 30 30 
1.9 DD 3.8 | 
1.9 G2 4.3 

2.2 6.3 5.0 | 
2.6 6.7 5.1 

2.9 6.9 6.0 " FOREIGN INVESTMENT : 
ae c i IN CANADA s 

3.8 77 ~~ ~-10.0 

q4e, Si) 118 10 10 
Wigan 648 8 113)4 [TihvestMENt _aBroag 

4.9 8.8 15.5 acer 

Be 9.1 17.0 RRR eee 








0 , 
1948 49 50 5I 52 53 54 55 56 57 58 59 60 
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Monetary and Financial Developments 


Developments in the monetary and financial field during 1960 
showed marked changes of trend towards the end of the third 
quarter, some of which are illustrated in the charts below. Through 
the first three quarters of the year the total stock of money remained 
fairly constant, the volume of Government and other market financ- 


CURRENCY CUTSIDE BANKS 
AND CHARTERED BANK DEPOSITS 


Wednesdays — Billions of Dollars ea 


a 





(ogee. 1959 i960 ~—s- 96 


CHARTERED BANK ASSETS 
Wednesdays — Billions of Dollars 








TOTAL OF MAJOR ASSETS 







CANADIAN LOANS, 
INSURED MORTGAGES 
AND NON-GOVERNMENT SECURITIES — 


MORE LIQUID ASSETS! 


1958 1959 1960 1961 


i. Bank of Canada notes and deposits, day-to-day loan, 
government securities, net foreign assets and call loans, 
(See footnote on page 49), 
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GOVERNMENT DEBT OUTSTANDING 


Wednesdays — Biliiows of Dollars 






(8 TOTAL OUTSTANDING 18 
| 
6 16 
W TOTAL LESS HOLDINGS 
! OF GOVERNMENT ACCOUNTS 
yee AND LESS GOVERNMENT 
BANK BALANCES | 4 
i i 
5 
j 
(2tistrrtrsfertistiitiitisterterter] 2 


1958 1959 1960 —s19 6 


GOVERNMENT SECURITY YIELDS 
= Weeki» —— Par Cans ae 





3%% JAN. 15, | 
1975-78 6 


1958 1959 1960: 196? 





ing declined and total Government debt outstanding was reduced 
somewhat, bank loans increased moderately and security yields 
declined substantially. In the latter part of the year the total stock 
of money rose rapidly, as did the chartered banks’ holdings of more 
liquid assets.* At the same time bank loans increased and Govern- 
ment financing took place on a larger scale. Security yields were 
rising through most of the fourth quarter but since late December 
(to late February) have declined appreciably. 


The marked upward movement in interest rates at the end of 
September occurred when it became apparent that investors in the 
aggregate were not prepared to purchase medium-term and long- 
term bonds in quantity at the level of interest rates that prevailed at 
that time. On September 12th, a new issue of $250 million of 
Government-guaranteed C.N.R. bonds had been offered for cash, 
consisting of $75 million of 44 per cent bonds due April 1, 1967 
and $175 million of 5 per cent bonds due October 1, 1987. To all 
appearances the issue was extremely well received in the market, 
and during the week following allotment both maturities were 
traded at prices up to one per cent above the original offering price 
to investors. It became apparent after delivery took place on 
October 3rd, however, that only a small part of the issue had in 
fact been taken up by net cash sales to the public. Chartered bank 
holdings of Government securities, together with chartered bank 
financing of dealer inventories in the form of day-to-day loans and 
call loans, were more than $200 million higher on Wednesday, 
October 5th, than a week earlier. It was clear that a substantial 
amount of the issue either was still in the hands of primary distri- 
butors or had been sold to investors against trade-outs of other 
securities which in turn were financed by bank credit. ‘The money 
supply rose $250 million in that week; over the fourth quarter the 
increase amounted to $552 million. 

This was not the first occasion when the immediate and apparent 


demand for a new Government issue turned out to be much larger 
than the effective demand of those who really wished to invest in 


*There are theoretical considerations both for and a ainst the inclusion of call 
loans in “more liquid assets”. Since sharp increases in this asset item have normally 
been reversed within a few weeks it seems preferable to include them. 
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Government securities when the new issue was delivered. The 
$350 million net increase in Government of Canada debt associated 
with the delivery of new issues dated May 1, 1958 was accompanied 
in that week by an expansion of $287 million in the combined total 
of chartered banks’ holdings of Government securities, call loans 
and day-to-day loans. There have been a number of similar occur- 
rences on a somewhat smaller scale. 


Market yields on all issues of Government securities increased 
substantially during October and November but turned downward 
again late in December. Yields on Government securities were 
lower at the end of 1960 than at the beginning of the year and have 
declined in January and February 1961. 


The total amount of Government securities outstanding increased 
by $612 million in 1960. General public holdings rose by $355 
million, the net result of increases of $382 million in holdings of 
Canada Savings Bonds and $179 million in holdings of market bonds, 
and a decrease of $206 million in holdings of treasury bulls. 


Over 1960 as a whole, chartered bank assets increased by $753 
million, or more than 6 per cent, of which $414 million was 
accounted for by the more liquid assets. The increase in the total 
money supply was $721 million, or 5.5 per cent. Excluding Govern- 
ment deposits, the increase was $615 million, or 4.8 per cent. In 
both cases the percentage increases were considerably larger than 
in the United States. The total United States money supply in- 
creased by 2.6 per cent during the year and the total excluding 
Government deposits increased by 2.3 per cent. 


Bank of Canada Operations. The substantial growth in the 
money supply during 1960 involved an increase of $76 million on 
the year in the liabilities of the Bank of Canada, mainly in the 
amount of its notes circulating among the public as currency and 
the amount of its notes and deposit liabilities serving the chartered 
banks as cash reserves. The increase on the year in the public’s 
holdings of Bank of Canada notes was $27 million, while the 
chartered banks’ holdings of Bank of Canada notes in their vaults 
and tills rose by $14 million and their balances on deposit at the 
Bank of Canada rose by $26 million. The provision of these in- 
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BANK OF CANADA ACCOUNTS 


Wednesdays — Millions of Dollars 





GOVERNMENT OF CANADA SECURITIES 2400 
EXCL. P.R.A.'’s * 


| | 
| | | 200 


ADVANCES AND P.R.A.'s 


| 200 


| 600 


200 





¢Securities purchased from money market dealers under resale agreements. 
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Currency Outside Banks and Chartered Bank Deposits, Statutory Deposits | 
and Cash Reserves 





Annual 
Averages 
1957 
1958 
1959 
1960 


Monthly 
1959—Jan. 
Feb. 
Mar. 
Apr. 
May 
June 


July 
Aug. 


Sept. 


Oct. 
Nov. 
Dec. 


1960—Jan. 
Feb. 
Mar. 
Apr. 
May 
June 


July 
Aug. 


Sept. 


Oct. 


Nov. 


Dec. 


(1) Statutory basis, i.e., the average Canadian dollar deposit liabilities for each month are pars on the four 
consecutive Wednesdays ending with the second last Wednesday of the previous mont 


(millions of dollars) 


Currency Outside Banks and 
Chartered Bank Deposits 


Monthly Averages of Wednesday Figures 


Total 


11,486 
12,550 
13,209 
13,298 


13,234 
13,130 
13,228 
13,185 
13,218 
13,261 


13,342 
13,357 
13,184 
13,079 
13,139 
13,148 


13,113 
13,000 
13,012 
13,110 
13,140 
13,255 


13,269 
13,195 
13,280 
13,594 
Morel G7) 
13,829 


Currency 
Outside 
Banks 


1,568 
1,655 
1,730 
1,762 


1,668 
1,665 
1,688 
L713 
1 (OT 
1,721 


1,762 
1,758 
1,766 
Lie: 
1,746 
1,789 


1,699 
1,690 
1,715 
1,732 
1,738 
1,767 


1,788 
1,798 
1,784. 
L791 
1,809 
1,818 


(2) 8 per cent of gross statutory deposits as shown in preceding column. 


2 


Chartered 
Bank Deposits 
(excluding float) 


Cools 
10,894 
11,480 
11,531 


11,566 
11,465 
11,540 
11,472 
1 5it 
11,540 


11,579 
11,598 
11,418 
Ley, 
11,393 
11,360 


11,414 
11,310 
11,297 
11,378 
11,402 
11,488 


11,481 
Sei 
11,496 
11,802 
11,908 
12,012 














Statutory Deposits) 
Averages of Statutory Wednesdays 


Chartered Minimum Average 
Bank Deposits Total Cash Actual Cash 

(excluding Statutory Reserve Cash Reserve 
float) Float Deposits Requirement(?) Reserves(?) Ratio 
(%) 
9,893 708 10,601 848 870 8.21 
10,7638 687 11,452 916 943 8.23 
11,486 701 12,187 975 999 §.20 
11,465 587 127052 964 985 8.17 
11,479 775 12,254. 980 1,008 8.23 
11539 782 12,320 986 998 8.10 
11,496 605 12,102 968 983 8.12 
11,514 648 12, G2 973 991 8.14 
11,478 760 12,238 979 1,002 8.20 
11,492 WS 123265 981 1,003 8.18 
11,536 714 12,250 980) 991 8.09 
11,559 830 12,389 991 1,017 8.21 
11,613 D895 12,197 976 1,009 8.28 
11,434 618 12,053 964 1,001 8.31 
11,334 690 12,023 962 995 8.27 
11,359 636 11,994. 960 990 8.25 
11,367 707 12,073 966 1,001 8.29 
11,404 581 11,985 959 981 8.18 
11,319 548 11,867 949 967 8.15 
Tie 205 552 11,847 948 962 8.12 
11,364 547 11,910 958 975 8.19 
11,381 576 11,957 957 971 S.L2Z 
11,492 602 12,094 967 978 8.08 
11,478 639 TORY, 969 1,000 8.26 
eZ O91 11,983 959 981 8.19 
11,453 580 12,0338 963 984 8.18 
11,742 560 125303 984 999 8.12 
11,891 560 12,452 996 1,019 8.18 


(3) For each month the cash reserves are equal to the monthly average of the daily figures for chartered bank 
deposits at the Bank of Canada and the average of chartered bank holdings of Bank of Canada notes for 
the four consecutive Wednesdays ending with the second last Wednesday of the previous month. 
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creased levels of currency and cash reserves involved a correspond- 
ing increase in the Bank’s holdings of Government securities, which 
constitute its principal assets. The total amount of these holdings 
rose by $69 million on the year; treasury bill holdings increased by 
$99 million and bond holdings declined by $29 million. 


Bank of Canada Assets and Liabilities 
(millions of dollars) 


As at Change During 
Dec. 31, 1960 — 1960 
Assets 
Treasury bills 404 + 99 
Gov’t. of Canada bonds) 2,285 — 29 
All other assets 355 + 7 
Total 3,044 + 76 
Liabilities 
Notes in active circulation T,f02 + 27 
Notes held by chartered banks 330 + 14 
Deposits of chartered banks 663 + 26 
All other liabilities 320 + 10 
Total 3,044 + 76 


(1) Includes Government-guaranteed issues. 


The average cash reserve ratio during 1960 was 8.17 per cent 
compared with 8.20 per cent in the previous year, and the average 
liquid asset ratio was 17.3 per cent compared with 16.4 per cent in 
1959. Bank of Canada advances to chartered banks were outstand- 
ing on 25 days during 1960 as against 53 days in 1959; the maximum 
amount outstanding on any one day was $27 million and the daily 
average for the year was $14 million. The Bank of Canada held 
securities purchased from money market dealers under resale agree- 
ments on 75 days during the year as compared with 64 days in the 
previous year; the maximum amount outstanding on any one day 
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was $66 million and the daily average for the year was $5 million. 
The minimum rate at which the Bank makes advances to banks and 
provides funds to money market dealers through purchase and resale 
agreements was maintained at a level of one quarter of one per cent 
above the average rate of treasury bills at each weekly tender. It 
was 5.37 per cent at the beginning of the year, reached a low of 
1.93 per cent in mid-September, and stood at 3.50 per cent at the 
end of the year. 


Transactions in Government securities are the Bank’s principal 
field of operations. Such transactions may be aimed either at alter- 
ing the level of cash reserves or at offsetting in whole or in part the 
effect on the level of cash reserves from other influences, such as 
seasonal swings in note circulation. At times cash reserve consider- 
ations will require a reduction in the Bank’s holdings of securities 
and at other times an increase. 


Changes in the Bank’s holdings of securities may also represent 
the outcome of a wide variety of other transactions undertaken for 
a variety of reasons both in the open market and with Government 
investment accounts, certain Government funds and agencies, and 
foreign central banks. In conducting its securities transactions, the 
Bank must take many considerations into account — the borrowing, 
refunding and investment requirements of the Government, the 
requirements of its other clients, the desirability of its transactions 
being carried out in such a way as to minimize any disturbing effect 
on conditions in securities markets and, in pursuit of these objectives, 
the need to give priority to its basic function of maintaining cash 
reserves at an appropriate level. 


During 1960 the Bank’s transactions in Government securities on 
a gross basis, exclusive of purchase and resale agreements and trans- 
actions undertaken as agent only, totalled $5,775 million. Of this 
total $3,605 million represented Bank of Canada purchases and 
maturities at the time of new issues and retirements (and advance 
refundings) of Government bonds and treasury bills and $555 
million represented direct transactions with Government accounts 
and other clients’ accounts. Transactions in the market totalled 
$1,520 million with dealers and $95 million with banks. 
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On November 28th two new short-term bond issues were offered 
to the market in a total amount of $200 million, the proceeds to be 
used to provide part of the funds required to meet a maturity of 
$609 million on December 15th. At this time approximately $296 
million of the maturing issue was held outside the Bank of Canada 
and Government accounts, so that the net effect of the public 
offering and the maturity was an outflow of funds from the Govern- 
ment to the market of $96 million. At the same time the Bank of 
Canada exchanged $200 million of its holdings of the maturing 
issue for bonds of the new issue, and a further $200 million of its 
holdings of the December 1, 1961 maturity also for bonds of the 
new issue. Market demand proved very strong, and the Bank of 
Canada, immediately after dealers were notified of their allotments, 
adopted with modifications a procedure similar in essentials to the 
practice sometimes followed by the larger investment houses when 
supervising the placement of new bond issues of provincial govern- 
ments, municipalities and corporations. ‘The practice in their case 
consists in quoting both buying and selling prices for the new issue 
before delivery at levels between the net cost of original allotments 
to participating dealers and the authorized public offering price on 
sales by dealers to investors. 


I am giving details of this procedure at some length, as it appears 
there was some misunderstanding of the situation on the part of a 
minority of dealers on November 30th. Immediately after dealers 
received their allotments on their subscriptions to the new issue at 
8.30 that morning, a large number of bids were received by the 
Bank of Canada from dealers desiring additional supplies. In order 
to deal as quickly as possible with the large volume of business 
being pressed upon the Bank by the market the Bank commenced 
trading at 9.00 a.m. on that day, the usual hour for the market as a 
whole but an hour earlier than the Bank’s usual opening time for 
market transactions. The Bank made bonds of the new issue avail- 
able to all dealers in exchange for the May 1961 or December 1961 
maturities until the demand had been satisfied for the time being. 


During the period between the offering of the new issue and the 
delivery date the Bank did not itself quote prices or make any state- 
ment of intentions to buy or sell, but stood ready to respond to bids 
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from primary distributors (against the exchange of other bonds, 
not by way of selling for cash) at prices between the net cost to the 
distributors of the bonds originally allotted to them, and the selling 
price at which distributors were permitted to sell the new bonds 
to the general public. This had the effect of enabling distributors 
to make a profit on additional bonds obtained from the Bank for 
resale to the public during the main selling period of the new issue, 
although less than the commission payable to them by the Govern- 
ment in connection with the original amount made available to the 
market for cash. At the same time the Bank stood prepared to buy 
bonds of this issue, in case any condition of over-supply should 
develop, if and when dealers might offer them at prices slightly 
below the original net cost of the bonds to the primary distributors, 
and a few small purchases were made on one day. When renewed 
demand developed for these bonds the Bank sold to the market a 
very large proportion of its original holdings, mainly in exchange 
for other bonds of more nearby maturities. 


The selling of bonds by the Bank of Canada in exchange for 
shorter bonds which will have to be refunded by the Government 
makes an important contribution to the task of debt management. 
In this way a continuous process is carried on by which as bond 
issues approach closer to maturity date a larger proportion comes 

.into the hands of the Bank of Canada or of the Government’s 
Securities Investment Account, and a smaller proportion remains 
outstanding in the hands of the general public for redemption or 
refunding on the actual maturity date. 


The procedure adopted at the end of November worked out well. 
The issue achieved a large placement with investors in general, and 
prices in the after-market remained reasonably stable. A similar 
practice was followed on the occasion of another new Government 
short-term issue which was offered on January 18, 1961. It should 
_ be emphasized that the Bank does not sell bonds of a new issue 
during the period between the offering and the delivery except in 
response to bids from primary distributors and at prices higher than 
the original net price paid by primary distributors to the Govern- 
ment. In addition to meeting any legitimate surplus demand for a 
bond issue, this practice would seem to have value in tending to 
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chill off speculators, who otherwise — as has been seen on earlier 
occasions — may acquire bonds of a new issue bidding up the price 
with a view to resale before the time comes to accept delivery and 
pay for the securities. This is done not with any intention of hold- 
ing the bonds as an investment but with a view to taking a “free 
ride” for a few days or a few weeks in the hope of selling out at a 
profit to genuine investors, who for the time being would have 
been shouldered aside and in the end (if they were still interested ) 
would have to pay higher prices than those intended by the Govern- 
ment. There can be little doubt that such speculative activity — 
on the part of some dealers and some other buyers — has had most 
damaging effects on several issues of Government of Canada secur- 
ities in the last few years. ‘The actual result in several cases has 
been that genuine investor interest is not met at the appropriate 
time and disappears thereafter, leading to some distress selling by 
weak holders when delivery (and payment) date arrives, an in- 
crease in bank credit, falling bond prices and a general state of 
disorder and pessimism in the market. 


The Bank Rate. The Bank of Canada has continued since 
November 1956 setting its Bank rate each Thursday at a level of 
one quarter of one per cent above the average rate on accepted 
tenders at the weekly Government of Canada auction of three- 
month treasury bills. During the past year there has been some 
public discussion suggesting it would be desirable to keep the rate 
unchanged for longer periods and use changes in the rate as a means 
of giving a signal to the financial community and the public at large. 


Over the first eighteen years of the Bank’s operations chartered 
banks rarely applied to the Bank of Canada for advances. There 
was no money market, and no mechanism by which potential dealers 
in the money market could obtain short-term credit by transactions 
with the central bank. The Bank rate therefore had little signifi- 
cance. It was fixed at 24 per cent in March 1935, and did not 
change until February 1944 when it was reduced to 13 per cent, at 
which time a public statement was made that the Bank intended to 
continue after the war the kind of monetary policy which was 
reflected in the current level of interest rates. “The rate was next 
changed (to 2 per cent) in October 1950 following the outbreak of 


58 





the Korean War in June of that year; the Bank issued a press release 
containing the following statement:— 


“At the time the reduction in Bank Rate took place in 1944, 
the Bank expressed the view that it did not then see any prospect 
of an economic situation in the post-war period of a character 
which would call for a policy of raising interest rates. “The 
change to a 2 per cent Bank Rate ts an indication that the earlier 
view no longer holds good under today’s conditions when Canada 
faces the prospect of substantially increased defence expenditures 
adding to the pressure on the country’s resources at a time of 
virtually full employment.” 


The next change was in February 1955 when the rate was reduced 
to 14 per cent and a statement was issued saying that with the 
development of a short-term money market in Canada over the pre- 
ceding twelve months, and with the growth of arrangements where- 
by money market dealers could obtain short-term credit from the 
central bank by means of sale and repurchase agreements affecting 
Government of Canada securities with a term of less than three 
years, it seemed desirable for the Bank rate of the Bank of Canada 
to be brought into closer relationship with market yields. [rom 
August 1955 to October 1956 the rate was changed six times in 
order to keep the rate in line with market rates as they changed 
from time to time. This practice was carried to its logical conclu- 
sion in November 1956 with the adoption of the present method by 
which the Bank rate is one quarter of one per cent above the average 
tender rate on three-month treasury bills and changes as this 
treasury bill rate changes. The public statement issued at that time 
is reprinted on pages 63 and 64. 


It will be apparent that there is no past history in Canada of having 
changes in the Bank rate made with a view to influencing other 
interest rates, or as a means of indicating the views of the central 
bank with regard to changes in economic conditions or monetary 
policy. The Bank’s view has been that moving the Bank rate would 
not be the best method of giving such indications, which if they 
were to be given at all, would be the subject of public statements. 
‘The requests to the chartered banks to limit term loans in 1948 and 
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to adopt an over-all ceiling on loans in 1951 were not accompanied 
by changes in the Bank rate. 


Reference to practices in other countries with respect to Bank 
rate is not of much help in relation to Canadian problems because 
of the very. different conditions applicable to such matters in other 
countries. Some information respecting the relevant factors in the 
United Kingdom and the United States may be of interest. 


In the United Kingdom, the Bank rate has had a long history as 
an important factor in the operations of the Bank of England, with 
related effects both on domestic financial conditions and movements 
of international funds, and changes in the Bank rate receive the 
prior approval of the Chancellor of the Exchequer. Although the 
Bank of England has been a lender of last resort for the dealers in 
the money market only and does not make loans to the commercial 
banks, the interest rates charged by the banks on their loans and 
paid on their various categories of deposits are by convention linked 
to the Bank rate of the Bank of England and changed when it 
changes, with a specified minimum. Such a condition, of course, 
does not exist in Canada. I do not suggest that such a close connec- 
tion between Bank rate and the rates of the commercial banks would 
necessarily be desirable in Canada, but I mention it to show that the 
Bank rate in the United Kingdom is intended to have and does have 
a direct impact on other rates and a more far-reaching influence 
than it could have in Canada. 


In addition, the United Kingdom is an international financial 
centre where huge sums of money are normally kept on deposit or 
in short-term investments by the governments, central banks and 
other institutions of many other countries. There can be very large 
movements of short-term funds into or out of the United Kingdom 
at any time. One of the factors which has for at least 100 years been 
regarded as exerting an important influence on such movements and 
capable in time of need of protecting the value of the pound sterling 
is the power to make variations in the Bank rate of the Bank of 
England, and therefore in the rates of interest available to foreign- 
owned short-term funds in London. In this respect also there has 
been no parallel in Canadian conditions to those in the United 
Kingdom. 
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Although the Bank rate in the United Kingdom has important 
operational aspects, a review of the timing and the circumstances 
in which changes have been made, suggests that, whether related to 
domestic or external considerations, such changes have not usually 
been made in anticipation of changes in economic conditions or 
developments in the supply of money and credit. Rather it seems 
that movements in the rate have usually been made by way of 
adjustment to changes in economic and financial conditions which 
have already occurred. 


Conditions in the United States are considerably different from 
those in the United Kingdom as well as those in Canada. The 
United States has no large nation-wide banking chains, but instead 
has a large number of separate banks throughout the various states, 
cities and towns. There are twelve Federal Reserve Banks situated 
in the twelve regions into which the country is divided for this 
purpose, and the various local member banks of the System 
frequently have resort to their regional Federal Reserve Bank for 
short-term credit. In Canada, practically all of such inter-bank 
and inter-regional requirements for funds are offset within the 
branch system of each of the chartered banks, and variations in 
the over-all cash requirements of each of the banks can normally 
be taken care of in the short-term money market (in which the 
Bank of Canada is a participant) on a day-to-day basis without the 
need for direct resort by any chartered bank to the Bank of Canada. 
In the United States, however, the Bank rates of the various Federal 
Reserve Banks — normally all at the same level, although at times 
differentials exist for short periods — are important operating factors 
in the regular business of the commercial banks of the country, and 
variations in the rate may have an important influence on the way 
in which the 6,200 individual banks which are members of the 
Federal Reserve System conduct their affairs, and particularly in the 
way in which adjustments are worked out in the relative positions 
of the individual banks, adjustments which would be settled by 
inter-branch accounting under the Canadian branch banking system. 
Access to Federal Reserve credit is not automatic or a matter of 
right; the “discount window” can be and on occasion 1s operated 
on a discretionary or selective basis. As an indication of the extent 
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to which the discount mechanism is used, there were 26,000 advances 
made by Federal Reserve Banks in 1959. 


In addition, the United States is an important international finan- 
cial centre and the level of the Federal Reserve Bank rate might in 
principle be thought to have some influence on the international 
movement of short-term funds. In practice, however, the Federal 
Reserve Bank rate has tended to follow the market rather than to 
lead it. The lending and deposit rates of the commercial banks are 
not tied to the Federal Reserve Bank rate and generally move inde- 
pendently of and frequently before any moves in the Federal 
Reserve Bank rate. 


From time to time statements are made by the Board of Governors 
of the Federal Reserve System, or unofficial indications are given, 
in explanation of moves in the Bank rate, and such explanations have 
often specifically stated that the rate change is being made in order 
to adjust the Bank rate to changes in market rates. Generally the 
Bank rate is moved so as to be slightly higher than the rate on federal 
Government treasury bills, although there have been periods when 
the Bank rate has been slow to follow the market and has remained 
for some weeks or months lower than the rate on treasury bills. In 
general, cases where the Bank rate has been slow to follow market 
rates appear to be the result of stickiness or rigidity in the system 
rather than of a desire to exert a specific influence on the market 
or give a specific signal as to the state of the economy or as to 


Federal Reserve policy. 


It is evident that conditions in different countries vary consider- 
ably and that endeavours to use the Bank rate to anticipate changes 
in economic conditions are not often made. 


If a central bank made a practice of issuing statements or giving 
signals which were intended to change expectations in the market, 
so that everyone rushed to adjust his position accordingly, there 
would be sharper fluctuations and greater instability from time to 
time than under the more usual practice of keeping more or less in 
step with market developments. There would also be periods of 
doldrums while everyone waited for decisions by the central bank. 
Action of this character by a central bank in the context of a free 
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economy would be more appropriate under very special conditions 
rather than as a normal working practice. 

Experience with the present system of establishing the Bank rate 
in Canada is considered from time to time, and changes will be made 
if specific proposals can be developed from which definite improve- 
ments can be expected. In general, the Bank’s feeling is that the 
Bank rate system in Canada should be such as to make a maximum 
contribution to the smooth and efficient functioning of the money 
market and should not be expected to perform functions sometimes 
attributed to it in other countries. 

The chart below compares movements in Bank rates over the 
past few years in Canada, the United States, the United Kingdom 
and West Germany. 


CENTRAL BANK DISCOUNT RATES 
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4. Federal Reserve Bank of New York. 


Text of Press Release Issued November 1, 1956 


Ottawa, November 1, 1956. The Bank of Canada announced today that it was 
carrying a step further the policy announced in February 1955 of making its Bank 
Rate more flexible and responsive to changing conditions in the short-term money 
market. Henceforth and until further notice the Bank Rate, which is the minimum 
rate at which the central bank is prepared as a lender of last resort to make very 
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short term loans to chartered banks and money market dealers, will be at a fixed 
margin of 4 of 1% above the latest weekly average tender rate for 91-day Treasury 
Bills. The average tender rate on Treasury Bills today was 3.34%, a decline of 
03% as compared with a week ago. Accordingly the Bank Rate until next Thurs- 
day will be 3.59%. 


As indicated on several occasions by the Bank, the Bank Rate is not changed 
arbitrarily or with a view to bringing about other interest rate changes. On the 
contrary, it has been desired since the development of the money market in Canada 
in late 1954 and early 1955 that the Bank Rate should be kept in line with other 
interest rates and should move when they do, but usually not otherwise. The 
present technical change in the method of setting the Bank Rate from week to 
week is intended to clarify this relationship and remove what has evidently been 
a source of some public misunderstanding. 


Interest rates are determined in the market by the interplay between the supply 
of and the demand for loanable funds. Transactions take place every day in 
considerable volume; yields on marketable securities may change by small amounts 
from day to day, according to changes in the views of holders and of prospective 
buyers of various categories of securities as to the prices at which they are prepared 
to sell or buy. In general, interest rates have been rising for nearly two years 
because of a great growth in demand to borrow money, or to raise money by 
selling securities. The supply of money has increased, but the demand for it has 
grown even faster. 


The Bank Rate has been increased from time to time in Canada as in other 
countries in line with this movement in market rates of interest. It would be clearly 
undesirable that banks and dealers should be able to borrow from the central bank 
at a lower cost than the yield on the most liquid form of Government securities. 
Such an encouragement to borrowing from the central bank would be apt to induce 
an inflationary increase in the volume of money. 


Changes in Bank Rate in the past two years have taken place in steps of 4% 
or %%. One result of having the Bank Rate change by smaller amounts each week 
in closer touch with other short-term interest rates is that it will direct public 
attention more to the basic factors in the monetary situation, that is, changes in 
the supply of and demand for money. 


In the short-term money market the best indicator of current monetary condi- 
tions, as they may change from week to week, appears to be the average rate at 
the weekly tender for 91-day Treasury Bills. It is for this reason that the Bank 
Rate has followed fairly closely, though at varying intervals, changes in the Trea- 
sury Bill rate during 1955 and 1956. The relationship will be made more clear 
from now on with Bank Rate automatically changing by whatever fraction of 1% 
(very often less than 1/20 of 1%) the average rate on Treasury Bills may vary up 
or down from week to week. It will, of course, be possible for Bank Rate to 
decline, since at times Treasury Bill rates may decline, without any implication 
that the central bank is expressing a view that a period of “easy money” has begun, 
or that economic conditions have deteriorated. 


If at any time it appears that the Treasury Bill rate is not the best indicator of 
market conditions or if it is found that a different margin between market rates 
and Bank Rate would be more suitable, or that a change in monetary conditions 
should be more strikingly signalized, a change in the practice will be made and 
announced. For the time being, however, it is proposed, as indicated, to keep the 
Bank Rate at a fixed margin of 4 of 1% above the average rate at the most recent 
weekly tender for Government of Canada Treasury Bills, the rate which is made 
public at approximately 1.00 p.m. each Thursday immediately following the tender. 
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Chartered Banks. Total chartered bank assets fluctuated within 
a comparatively narrow range until September 1960 and thereafter 
rose to a level at year-end of $12,800 million, which was $753 million 
or more than 6 per cent higher than at the close of 1959. The banks 
increased their loans (other than day-to-day loans and call loans) 
by $393 million on the year and their holdings of Government bonds 
and other relatively liquid assets by $414 million. Their holdings 
of insured mortgages were virtually unchanged, increasing by only 
$3 million, while their holdings of provincial, municipal and cor- 
porate securities were reduced by $58 million. At the close of the 
year 65.4 per cent of the chartered bank assets were in the form of 
loans, insured mortgages and non-Government securities, compared 
with 66.7 per cent a year earlier and 68.2 per cent in September 
1959 which was the peak post-war ratio. 


CHARTERED BANKS : CERTAIN ASSETS 
AS A PERCENTAGE OF TOTAL REPORTED ASSETS 


1954-58, Month-ends. —— 
80, 1959-61, Wednesdays. | 80 


60] ae i pa we,-4 60 


CANADIAN LOANS,> INSURED MORTGAGES 
AND NON-GOVERNMENT SECURITIES 
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1, Break reflects exclusion of certain foreign currency loans previously included in Canadian loans, 
2. Breaks reflect reallocation of inner reserves consequent upon securities revaluation. 
3. Excludes call loans. 
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14 






TOTAL OF MAJOR ASSETS 






j 
| | 


CANADIAN LOANS, INSURED MORTGAGES | 
AND NON-GOVERNMENT SECURITIES 


























GOVERNMENT BONDS lesa 
a 








H i t 
| 
BANK OF CANADA NOTES AND DEPOSITS, 
DAY-TO-DAY LOANS AND TREASURY BILLS 


























| CALL LOANS | 
+4 | Peale AND NET FOREIGN ASSETS | Z 
10) eres Seine orey™ os as wee eee | é' | 7 ess aT 
J | bi lin seal sleet atta | 
1954 1955 1956 1957 1958 1959 i960 —s#S || 


1, Breaks reflect transfer of certain loans from Canadian loans to net foreign assets. 
2. Breaks reflect reall ocation of inner reserves consequent upon securities revaluation. 
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Chartered Banks: Assets and Deposit Liabilities 
(millions of dollars) 


Increase or decrease (—) during: 

















As at 
Dec. 31 Vaar 
1960 19 20 30 4Q 1960 
Assets 

Bank of Canada notes 
ana deposits . 0  % |: 992 —58 — 64 i 155 A0 
Day-to-day loans... re 2 —13 69 9 6 7 
Treasury bills =: - “). 967 —6 —9 1d — 109 —7 
Government bonds . . 2,088 102 40 14 105 261 
Net foreign assets . . 71 — 20 23 ca 47 50 
Callosne oe Waa’: 138 — 36 Al —43 37 —1 
Suberotalaies ares a 4,420 —3l 101 104 240 414 
Loans to provinces . 128 —21 2 10 99 89 
Loans to municipalities. 217 54 —8l 13 — —14 
Loans to grain dealers. 463 — 26 — 28 47 35 28 

Canada Savings Bond 
loans Uke aaa 186 —61 —57 —48 164 —2 

Loans to instalment 
finance companies... 371 —6 —18 — 66 52 — 38 
Gea ionue ee ee (0,082 1 243 65 10 301 
Insured mortgages . 971 13 3 —4 —9 3 
Provincial securities. . 324 4 —1l — 23 —2 — 22 
Municipal securities . 208 —3 —2 3 6 4 
Corporate securities . 473 —7 —A4 —16 —12 —39 
Ghee tals eae ena, 0 Ce —40 56 — 20 342 338 
Total of foregoing 
ee ote oul —70 157 34 582 753 
Deposit Liabilities 

Personal savings deposits (215 169 (2 169 —95 315 
Government deposits 510 —43 —§6 — 314 469 106 
Other deposits (less float) 4,313 —213 49 O24 193 255 
Total deposits (less aes aa a a oe er Fi ae aa. ee eae Ae" 
ont es back he 2087 — 83 116 81 567 677 








——$_—. 


= 
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A decline in bank loans of greater than normal seasonal propor- 
tions which had begun in September 1959 (following the sharp rise 
in the spring and summer of that year) continued during the early 
months of 1960, and was accompanied by an increase of over $100 
million in the chartered banks’ holdings of Government bonds 
during the first quarter of the year; on balance their total assets 
declined during this period. The trend of bank loans turned 
upward again during the second quarter and the loan increase over 
the remainder of the year was appreciably greater than seasonal, 
especially in the fourth quarter. The banks also continued to add 
to their holdings of Government bonds and other relatively liquid 
assets. [he increase in this class of assets was particularly large in 
the fourth quarter; as mentioned earlier, the banks added substanti- 
ally to their Government bond holdings and loans to investment 
dealers following delivery of a new $250 million issue of Govern- 
ment-guaranteed C.N.R. bonds on October 3, 1960. 


The bulk of the increase in bank loans during 1960 was absorbed 
by personal borrowers, smaller businesses, farmers, grain dealers, 
provincial governments and non-business institutions. Personal 
loans against marketable securities and Government-guaranteed 
home improvement loans showed little change on the year, but all 
other personal loans — largely instalment-type loans in the nature 
of consumer credit under personal loan schemes, either unsecured 
or against chattel mortgages — increased by $138 million. Loans 
of this type, which had expanded rapidly from early in 1958 to 
August 1959 but declined appreciably during the following six 
months, had regained their previous peak by mid-1960 and con- 
tinued to grow strongly during the remainder of the year. 


Business loans rose by $137 million during 1960, with the whole 
of the increase (on balance) occurring in the aggregate amount of 
loans to business enterprises with authorized borrowing limits of 
less than $1 million. Amounts outstanding in the category of 
largest business loans — those to businesses with authorized limits 
of $5 million or more — were in the ageregate down from $521 
million to $482 million over the year. 
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Loans to provincial governments increased by $89 million on the 
year; most of this increase occurred during the fourth quarter in 
which borrowings in the securities markets by provinces were 
unusually low. Loans to instalment finance companies declined by 
$38 million during 1960, and loans to municipalities also showed a 
decrease of $14 million. 


Chartered Banks 


Classification of Loans by Category of Borrower 
(millions of dollars) 


As at 


Dec. 31 
1960 1955 1956(@) 195708) 1958 1959 
General loans— 


Natural resource industries 382 30 146 52 —96 —16 
Other manufacturing industry . 8959 46 105 68 —48 82 
Construction contractors . . 9309 91 30 —51 8 46 
Public utilities, transportation . 
andcommunication. . . 217 13 ila 24 —39 36 
Merchandisers .| « . +» 908 73 28 50 -—25 122 
Other business . -. « «+ £594 61 36 26 59 80 
ee albiusiness latices) 4 bx 1o,220 of 360 168 —141 351 
Personal loans, fully secured . 286 86 —13 —50 30 ao 
Home improvement loans . . 56 24 14 10 10 Pe 
Other personalloans . . . 857 90 —5 —4 133 166 
Total personal loans ea 99m.) 190 —4 —44 173 1638 
Uoimatotamierss wu Tel) 420 28 —9 — 19 py 
Loans to non-businessinstitutions 194 13 19 27 25 28 
Total general loans . 5,032 614 366 150 75 564 
Call loans to stockbrokers . .- 65 44. —23 — 29 —4 18 
Call loans to investment dealers. 73 —8 3 64 —71 5 
Loans to provinces .  -  -— 128 22 12 —6§6 —20 -—30 
Loans to municipalities .  . 217 pal ays) 20 24 14 
Loans tograindealers . - - 463 —43 11 47 -—6l1 83 
Canada Savings Bond loans .. 186 16 6 7 —7 19 
Loans to instalment finance 
companies . - - - ° Siete o 84 —104 71 5f 
Total loans A ae) SPP S495 512 149 G i381 


SS —_—$———— ————— ————— Se eS 





(1) Changes are adjusted to exclude effect of discontinuities in loan series. 
(2) Mining, petroleum and forest products. 


Increase or decrease (—) during year: 


1960 
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CHARTERED BANK LOANS 


Billions of Dollars 


Average of Wednssdays 





Unadjusted 


aus Seasonally Adjusted 














3 
COMPONENTS OF GENERAL LOANS 
1954-55, Quarterly \. 4 
1956-60, Month-end g — oS Pag 
f BUSINESS LOANS se 
Od, 
OTHER GENERAL LOANS 
ae . "UNSECURED PERSONAL LOANS*| 
acini 


1954 1955 1956 1957 1958 1959 1960 6I 


1. Excludes call loans and loans for the purchase of Canada Savings Bonds. 

2, Breaks reflect exclusion of certain foreign currency loans previously included in these series. 
3. Breaks reflect reallocation of inner reserves consequent upon securities revaluation. 

4. Excludes home improvement loans. 





BUSINESS LOANS, CLASSIFIED BY SIZE 
OF AUTHORIZED LINES OF CREDIT 


Quarterly — Billions of Dollars 










2 + 
$5 MILLION AND OVER 


AUTHORIZED 





AUTHORIZATIONS 


re, OUTSTANDIN 
$100,000 AND OVER aH Pay 























+Month-end 1959-60 
$1 MILLION TO $5 MILLION™ 


AUTHORIZED 


OUTSTANDING 








OUTSTANDING 
$100,000 AND OVER 











0 


+Month-end 1959-60 


$100,000 TO $1 MILLION 











" AUTHORIZED 





OUTSTANDING 
UNDER $100,000 








OUTSTANDING 





1956 1957 1958 1959 1960 1956 1957 1958 1959 1960 


1, Breaks reflect reallocation of inner reserves consequent upon securities revaluation. 
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Business Loans Classified by Size of Authorized Lines of Credit 
(millions of dollars) 
Amounts Outstanding Under Authorized Lines of Credit of: 


Lessthan $100,000- $1,000,000- $5,000,000 
$100,000 $999,999 $4,999,999 and over Total 





End of 

1956-Apr. 940 794 498 501 25130 

June 969 845 559 477 2,849 

Sept. 933 841 574 Sat 2,874 

Dec. 869 752 580 564 2,765 

1957-Mar.“™ 885 758 613 663 2,919 

June 901 817 634 680 3,032 

Sept. 888 824 639 708 3,059 

Dec. 841 760 604 668 2,874 

1958-Mar. 862 765 599 626 2,853 

June 914 798 5/3 594 2,378 

Sept. 904 812 563 481 2,759 

Dec. 911 802 536 483 Zoe 

1959-Mar. 973 879 041 473 2,865 

June 1,080 970 628 526 3,205 

Sept. 1,037 1,001 698 553 3,288 

| Dec. 978 934 650 B2E 3,083 

1960-Mar. 1,028 1,007 670 446 3.150 

June 1,084 1,063 700 419 3,267 

Sept. 1,074 1,065 698 408 3,245 

Dec. 1,064 986 689 482 3,220 

Authorized Lines of Credit 

Total 
| $100,000- $1,000,000- $5,000,000 $100,000 
| $999,999 $4,999,999 andover and over 

| End of 

1956-Apr. 1,386 Loo 1,196 Orly 

June 1,409 1,156 Tdi Say aa: 

Sept. 1,434 1,174 1,198 3,805 

Dec. 1,408 e200 1,179 3,788 

1957-Mar. 16a 710 1202 1,240 3,812 

June 1,402 an 1,229 3,878 

Sept. 1,438 1000 15256 4,048 

Dec. 1,440 1,361 1,347 4,148 

1958-Mar. 1,488 LSBGt 1,427 4,226 

June 1,518 1,390 1,413 et) 

Sept. ey Gt 1,409 1,359 4,339 

Dec. 1,629 baoo 1,396 4,457 

1959-Mar. 1,699 1,431 1,486 4,616 

June 1,811 1,498 1,455 4,163 

Sept. ue erd 1,491 Leet 4,518 

| Dec. L719 1,442 1,278 4,438 

| 1960-Mar. 1,740 1,416 LaZr 4,413 

4 June 1,797 1,446 ALS, 4,430 

Sept. 1,820 1,478 eH 4,549 

Dec. 1,824 1,519 1,333 4,677 


} 
| 
| (1) Continuity of the series is affected by reallocation of reserves consequent upon securities revaluation. 
| 


72 


Business loan authorizations which are reported only for amounts 
of $100,000 or more, and which in total had amounted to $4,763 
million at mid-1959, declined to $4,413 million by March 31, 1960 
and rose again thereafter to reach a total of $4,677 million by year- 
end. The increase was particularly sharp in the second half of 1960 
and was concentrated in the category of loan accounts in excess of 
$5 million. 


Currency and Chartered Bank Deposits. The total of currency 
outside banks and chartered bank deposits rose by $721 million or 
by 5.5 per cent during 1960 to a level of $13,914 million on 
December 31st. Personal savings deposits, which showed little 
growth during 1959, renewed their expansion in 1960 and were 
$315 million higher at year-end than twelve months previously. 


Currency Outside Banks and Chartered Bank Deposits 


(millions of dollars) 
Asat | Increase or decrease (~) durings 
Dec. 31 


1960 | 10 2Q 3Q 4Q Year 


Held by general public 


Currency outside banks 


Notes Bie Pea Poe —60 1138 —6 —20 27 
Oe Cer ed fe) bia 144 —1l 10 3 5 Le 
Personal savings deposits 2,215 169 2 169 —95 315 
Other deposits . . . 4,818 | —2138 AQ. te 20 (eee eo 255 
ormie ee yg Yan). 0lS 4040 = 1061) 8244 oe 82 615 
Government deposits .  . 510 —43 —§ —314 469 106 


Total currency and 


chartered bank deposits” . 13,914 | —148 288 79 =: 52 (2) 


——_——omeees 0 eens 0 EenTErenSS Ey 
aaa 








(1) Less total float. 


CURRENCY OUTSIDE BANKS 
AND CHARTERED BANK DEPOSITS 


15 : Average of Wednesdays — Billions of Dollars 
Unedjusted y 


14 E ame Seasonally Adjusted 











i3 TOTAL CURRENCY AND 


CHARTERED BANK DEPOSITS & 
Incl. Government Deposits 














g PERSONAL SAVINGS DEPOSITS 7 
} | QE 
2 
Qo 4 6 
ea 
5 
OTHER DEPOSITS Y= 
Less Government Deposits and Float / 4 
oe : 
2-=# “7 
Qa 
3 
2 


1954 1955 1956 1957 1958 1959 1960 6l 
1. Plotted weekly 1959-61. 


eh Brean reflect reclassification at Sept. 30, 1957, of certain deposits from “Personal Savings Deposits” to ‘Other 
posits"’, 
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Bank of Canada Note Liabilities 
(as at December 31st—thousands of dollars) 


Notes issued by the Bank of 


Gaede 1950 
Sit seme bOI ie 
Or ese titel ee OPA 
Pa Teale Tit (oil 
OUR shrek? Ves 4.29 ,886 
DORE Pear aS 346,060 
OB RETR ih Be 47 
BOP ee ose 108,735 
TO ots 254,457 
BOO are ri ieh Gs 160 
1,000 11,489 
Total 1350) E17 
_ Chartered banks’ notes* 12,487 
Dominion of Canada notes*. 4,702 
Provincial notes* .  .. 28 
Defunct banks’ notes* . 88 
Total Bank of Canada note 
liabilities 1,367 ,422 
Held by: 
Chartered banks 231,306 
Others . 


1,136,116 


1957 


72,089 
01,952 
139,839 
528,575 
582,163 
46 
134,803 
365,479 
ol 
14,661 


1,890,159 


8,799 
4,648 
28 


348 ,606 


1958 


75,873 
53,097 
143,010 
533,078 
627,814 
46 

143 ,606 
391,629 
49 
15,928 


1,984,630 


8,659 
4,645 
28 


338,176 


1959 


78,402 
55,076 
144,702 
521,309 
647 ,276 
46 
145,461 
395,383 
46 
19,549 


2,007 ,250 


8,519 
4,641 
28 


315,703 


1960 


81,733 
57,622 
149,545 
519,559 
676,549 
46 
147,596 
396,328 
4] 
19,547 


2,048 567 


8,423 
4,638 
28 


nr ee: 


i 89 Oe 
ooo 96060 —OOUT OO 


329,841 


1,555,115 1,659,870 1,704,822 1,731,902 


me 
————————— ee 


*These are note issues which are in the process of being retired and the liability for them has been taken over by the 


Bank of Canada from the original issuers. 
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Capital Market. The tables and charts which follow provide a 
rough measure of some of the major flows of funds through capital 
and credit markets, as reflected in net new issues of securities and 
changes in chartered bank loans including their insured mortgage 
loans. 

The chart below and the table on pages 78 and 79 show that the 
total amount of funds raised through the sale of net new issues of 
securities and from chartered bank loans, which had increased each 
year from 1957 to 1959, declined substantially in 1960. A large 


FUNDS RAISED BY CANADIAN BORROWERS FROM SECURITIES 
MARKETS AND CHARTERED BANKS 


Half Years — Milkions ef Dollars 





2000 2000 
BY GOVERNMENT OF CANADA 
1000 1000 
+ + 
0 0 


BY PRIVATE BORROWERS 
BY PROVINCES AND MUNICIPALITIES 


SSR 


pont 
oa bx 


BY ALL BORROWERS 


Vv) FROM SALE OF SECURITIES 
N FROM CHARTERED BANK LOANS 





I Il I Il I I ui sf I II I IL 
1955 1956 1957 1958 1959 1960 
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part of this decline occurred in funds raised by private borrowers 
who borrowed less in 1960 than in any year since 1954. Funds 
raised in these markets by the Government of Canada were con- 
siderably lower than a year ago, while provincial borrowing in- 
creased slightly from 1959 to 1960 and municipalities raised 
somewhat less than in 1959. The natural resource industries, 
which had been heavy borrowers in the period from 1955 to 1957, 
on balance repaid debt in 1960 as they had in 1959, while other 
manufacturing and business concerns raised a considerably smaller 
volume of funds in 1960 than in 1959. The total amount of funds 
absorbed by the personal sector (including mortgage borrowing 
from chartered banks) was also considerably lower than in 1959. 
The decline in the total amount of funds raised in 1960 was evident 
both in the securities markets and in borrowings from the chartered 
banks. 


This tabulation does not include mortgage borrowing from 
financial institutions other than the chartered banks, which is sum- 
marized below, nor does it include mortgage borrowing from other 
lenders, trade credit, or borrowing from non-institutional sources 
other than through new issues of securities. It excludes transfers 
of funds within the general public sector through the sale of 
existing securities, and the funds that flow from retained earnings 
directly into physical investment without entering the capital 
market at all. 


Mortgage Lending by Financial Institutions Other Than 


Chartered Banks* 
(millions of dollars) 


1955 1956 1957 1958 1959 1960 


Life insurance companies in Canada 


Estimated gross mortgage disbursements . 470 510 450 400 510 530 


Less estimated mortgage repayments 175 (2007-2058 240250 F Zire 

Net increase in mortgage holdings . . 295 310 245 160 260 255 
Net increase in mortgage holdings of: 

enceandMoan companies’ = Ge i OOn mas 24 NOG aia. 

Gem end Med (APN)! Cie emma eee eto 26) “sane 43 thas 

Quebec savings banks . . + + - Te LOS gc iL) vi 3 

Trusteed pension funds Ho pip), lanloehul Ena iacn ay Ninety ae meee cle 


*Other loans to individuals by life insurance companies, credit unions and Quebec savings banks which 
are not covered in the tabulation on pages 78 and 79, are shown in the table on page 91. 
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Funds Raised by Canadian Borrowers From Securities Markets and 
Chartered Banks 





(millions of dollars) 
Funds Raised from | | 
Government of Canada | 
Chartered | Net New Net Dis- 
Securities Bank Grand Issues of investment(-+) 
Markets(1) Loans(2) Total Securities by Govt. Accts. Total 
Calendar 
Years 
1955 1,558 962 2,520 535 — 287 248 
1956 SOS 724 DesiG — 766 —27 — 793 
1957 2,466 201 2,667 —70 +151 82 
1958 S861 292 3,453 Lea +109 1,360 
1959 2,619 867 3,486 (23 +335 1,058 
1960 1,918 398 2,316 612 +57 669 
Half- | 
Years _ 
1955—I 802 256 1,058 —48 —6 — 54 
If 756 706 1,463 582 — 281 301 
1956 —I 694 Di 1,266 — 341 —116 — 457 
Il 860 152 Mott — 424 +89 — 336 
195 7—I 1,258 317 1,575 — 333 +157 —176 
II 1,208 —116 1,092 263 —6 258 
1958 —I 1eOi3 —12 1,661 338 +237 575 
Il 1,488 304 1192 914 — 129 785 
1959 —I 1,514 764 22070 379 +251 630 
II 1,106 103 1,209 344 +84 428 
1960—I 1,178 148 1326 40 +144 184 
Il 739 Zol 990 573 —87 485 


(1) Net new issues of securities plus disinvestment by Government accounts. 


(2) Increase in loans to provincial and municipal governments, instalment finance companies, grain dealers, general. 
loans and insured mortgage loans. 


(3) Classified by ultimate borrower. 
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Fonds Raised by 


Private Borrowers(3) 


Natural Other 
Provincial Municipal Resource Mfg. and 

vis. Govts. Industries(*) Business Personal(5) Total 
252 200 406 724 656 1,786 
Doz AEE 716 1,050 476 2,242 
582 300 515 1,081 107 Vos 
592 347 195 520 439 1,154 
540 340 —42 1,074 516 1,548 
554 301 — 65 586 270 791 
112 160 Dee 413 204. 839 
120 94 184 out 452 947 
195 151 283 838 256 1,37¢ 
Bo | 125 433 Zio 220 865 
185 178 399 998 —10 1,387 
397 PAK 116 82 117 315 
270 Leyeré 115 412 Li? 639 
B22 170 80 108 SAO oD 
262 149 14 981 242 1.237 
279 191 — 56 93 274 311 
281 169 39 049 104. 692 
Bie Ley. — 104 a0 166 99 


(4) Uranium, non-ferrous metals and non-metallic mining, petroleum and forest products. 
(5) Increase in chartered bank personal loans and insured mortgage loans, and finance company and retail dealer 
credit extended to consumers. 
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Increases in Holdings of Certain Financial Assets by the General Public* 


(millions of dollars) 
Securities 
Government of Canada Securities 
Other Canada 
Calendar Treasury Market Savings Sub- Provincial 
Year Bills Issues Bonds Total Bonds 
1955 286 — 289 343 340 151 
1956 — 209 — 102 108 — 203 593 
1957 4 — 185 108 —73 591 
1958 AS) —97 246 274 482 
1959 341 1,100 ony rive 639 
1960 — 206 179 382 SOD 487 
Half Years 
1955—I ; 4 , 144 —431 — 130 —417 102 
Dis ys ; ’ : 142 142 473 fou 49 
1956—I .. E : ; — 41 102 — 140 —79 282 
BL ,3 ‘ . . —168 — 204 248 — 124 oun 
1957—I_. ; : ; 19 oT — 226 —151 284 
| A ee ; : : —15 — 241 334 78 307 
AES ee — 50 5 —178 — 223 279 
6 ie : : ‘ 175 —102 424 498 203 
1959—I_. ; : : 256 838 — 128 966 S12 
1h Ges : ; , 85 262 444 791 328 
fOp-- lane os |) L64 392 —153 75 297 
0 Or ps pan tal ae —43 —213 535 280 190 


*General public is defined to include all holders other than the Bank of Canada, chartered banks and Government 
accounts. It includes, for example, corporations, financial institutions other than chartered banks, provincia] and 
municipal government accounts and non-residents, as well as resident persons. 
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Municipal 
Bonds 


193 
257 
291 
297 
316 
312 


103 
90 


130 
127 


125 
166 


154 
143 


107 
209 


201 
110 


Corporate 
and Other 


Bonds 


218 
758 
934 
603 
160 
303 


Finance Co. 
Short-term Corporate 
Paper 


o9 

94 

48 
ple 
135 
10 


Stocks 


462 
689 
516 
dll 
406 
189 


322 
140 


310 
3v9 


218 
297 


120 
192 


300 
106 


143 
46 


All 


Securities 
Re ET ESTEE 


1,423 
2,188 
2,306 
1,857 
3,414 
1,656 


292 
Lira lea! 


1,083 
1,105 


1,304 
1,002 


768 
1,089 


1,865 
1,549 


1,080 
576 


Currency 


an 
Chartered 


Bank 


Deposits 


743 
312 
308 
1,427 
—138 
615 


7695 
a ae 


251 
61 


120 
188 


692 
735 


15 
— 153 


139 
476 


Total 
Increase 


in 
Period 
2,166 
2,000 
2,614 
3,284 
3,276 
2,270 


1,057 
1,109 


1,334 
1,166 


1,424 
1,190 


1,460 
1,823 


1,880 
1,396 


i203 
1,051 
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The chart below and the table on pages 80 and 81 show that the 
rate of increase in the general public’s combined holdings of cur- 
rency, chartered bank deposits and securities continued the slowing 
down which started in mid-1959. In the second half of 1960 the 
general public added substantially to their holdings of currency 
and chartered bank deposits and Canada Savings Bonds, their hold- 
ings of provincial and municipal bonds and corporate stocks in- 
creased moderately, and their holdings of treasury bills and 
marketable Government bonds, corporate bonds and finance com- 
pany short-term paper declined. 


INCREASES IN HOLDINGS OF CERTAIN FINANCIAL ASSETS 
BY THE GENERAL PUBLIC 


Half Years — Millions of Dollars 





2000 2000 
CURRENCY AND CHARTERED BANK DEPOSITS 
1000 1000 
+ + 
) 0 





Pr 





a II 


I II I II I Ty I Ine I Il 
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Securities Markets. The total amount of net new issues of 
securities declined to $1,861 million in 1960 from $2,284 million in 
1959 and $3,053 million in 1958. New money raised by each of 
the three levels of government declined over this period; net new 
issues of Government of Canada securities declined from $723 
million in 1959 to $612 million in 1960, of provincial bonds from 
$570 million to $465 million and of municipal bonds from $326 
million to $315 million. Net new issues of corporate securities 
declined in total from 1959 to 1960 with an increase in net new 
issues of corporate bonds from $108 million in 1959 to $251 million 
in 1960 being more than offset by declines in net new issues of 
corporate stocks from $406 million to $189 million and in finance 
company short-term paper from $135 million to $10 million. Net 
new issues of securities payable both in Canadian dollars and in 
other currencies declined from 1959 to 1960; net new issues of 
provincial, municipal and corporate bonds payable in foreign cur- 
rencies declined from $371 million to $117 million. A table showing 
the details of net new issues of securities for the years 1957 to 
1960 appears on pages 84 and 85. 


The industrial classification of net new issues of corporate 
securities which appears in the table on page 86 shows that there 
was a growing amount of net retirements of uranium securities in 
1960 and smaller net retirements of securities of industries pro- 
ducing non-ferrous metals and their products and wood and paper 
and their products. The amount of net new issues of securities of 
utilities other than pipelines, instalment finance and small loan 
companies and other financial corporations declined from 1959 to 
1960 while there were slight increases in net new issues of securities 


of pipeline companies and merchandisers. 


Details of the distribution of holdings of Government of Canada 
securities are shown in the table on page 87 and the chart on page 88. 
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Net New Issues of Securities” 





(millions of dollars) 


Payable in Canadian Dollars Only 
1957 1958 1959 1960 


Government of Canada securities‘ 


BONS aces Wile eet eva) eae i ssh Moment 1,383 289 705 
Mreasury. Dillsie een eh El ae bil cee Uae ing 50 —130 982 —92 
Total CM eddies W a Nee gta Neste 2 —2 1,253 871 613 


Non-Government securities 


Provincialponds@)) fF 5  h a 545 469 331 445 
Municipalbonds® > 4) i) oS ee ao. 181 208 211 232 
Corporate bonds wen (isiili ty we BiG, 568 477 91 230 
Other onda emir do hE We lik, 3 4 17 19 

Total bonds RITE ipa Te Ath Lune SOOT 1,157 649 933 
Finance co. short-term paper be a 48 —1i1l 135 10 

Total bonds & short-term paper. . . 1,846 1,047 785 942 


Corporate stocks‘® 


Preterredsee (vw oct. et. lec Palaet |G les 121 25 71 35 


Sommon mets week (a eee eso 425 284 300 152 
Total corporate stocks . . . . 646 309 404 188 
Total non-Government securities . . . 1,892 1,856 1,189 1,130 
Coe Nee eet kop. 2.600 2.060 elizan 


nes ed a ee ee eee 
rs ce as ss 


(1) Gross new issues less retirements. 1960 figures are preliminary estimates. 

(2) Includes guaranteed securities. 

{3) Consists of bonds of religious and other institutions. 

(4) Paper with an original term to maturity of one year or less. 

(5) Canadian stock issues with dividends payable in U.S. dollars are shown under “Other Currencies”. 
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Payable in Other Currencies 


enna) 


1957 


1958 


1959 


— 149 


ss 


eS 


—149 


1960 























Total 

1957 1958 1959 1960 
— 120 1,382 141 704 
50 — 130 582 —92 
—70 1,252 ize 612 
589 612 570 465 
278 323 326 315 
951 661 108 Bol 
3 4 17 19 
1,820 1,600 1,020 1,050 
48 —111 135 10 
1,869 1,489 1,155 1,060 
88 25 71 35 
427 286 335 153 
516 311 406 189 
2,384 1,801 1,561 1,248 

Polo 3,053 2,284 
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Net New Issues of Corporate Securities) 


Industrial Classification of Bonds, Stocks and Finance Company Short-Term Paper 
(millions of dollars) 


1955 1956 1957 1958 1959 1960 


—E EET TOO CC 


Non-financial corporations 


Natural resource industries 


RO EATIVIAIITICS ite tey men) | 5a) Utes 19. 68 122 65 44 -—30 —68 
Other non-ferrous metal mines and products 155 Oe LO’. 39 —-15 —7 
Non-metallic mines and products a AD. Zt 70 11 19 6 1 
Petroleum and products Fre eevee OO wre 20 me tile LOO 28 14 
Wood and paper and products . . . —40 = 123 43 36 —16 —14 
Sub-total, (2.4%... .. & 85 (6/0. 463 (291) .—26 Ga74 
Other manufacturing industries 
Iron and steel and products. . . . 45 89 25 30 32 2 
Other manufactured products . . . 32 78 41 41 1 46 
Substors ee pot) be ae 77 ~=168 66 71 33 48 
Utilities 
Railwaysandtelegraphs. . . . . —dl —21 —20 57 —25 -—9 
PNGIEDHONES F Fe ee ee a a be 80 146 168 130 166 184 
Pinctinesmaminen ye fie hE ee. Eh os 8 187 267 105 —10 44 
Othermutiities: a)! oe eee 0s. yy 59> 113 284. 200) jist 40 
Suto ae ee, ae LL 3/4 “700 492 262 F209 
Werciandisers ee OP Rn 70 96 35 25 44 56 
Prey 4 Leah Se a emer ere em 16 23 2 5 9 20 
cd a he ee a ke 000 4152291266 9 884" S226 6255 





Financial corporations 


Instalment finance and small loan companies. O25 221 138) — 115" 197 0s 


Other finance, insurance and realestate. . 96 127 #110 93 135 82 
ome ss lu eeee Ue GN NL Sh ar a8 240) 22 1320 SOL 


otal metas (ee eel S40 ore) 1 ol4 1862. 9649. “449 


ae 











sO 





(1) Does not include issues guaranteed by provincial governments (e.g., net new issues of provincial hydro commissiong 
which amounted to $120 million in 1955, $261 million in 1956, $315 million in 1957, $276 million in 1958, $167 
million in 1959, and $184 million in 1960.) 
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Government of Canada Direct and Guaranteed Securities 
Distribution of Holdings 


(par values, millions of dollars) 


As at 


Dec. 31/60 


Bank of Canada 








Treasury bills . . . 407 
Other market issues . . 2,337 
Totalecy fat)? oo. Mg. 2 24s 
Chartered Banks 
Treasury bills Lan es 974. 
Other market issues . . 2,084 
otenemee w+. ©) Pe 3057 


Government Accounts 
Unemployment Insurance Fund 





Treasury bills es ae 02 
Other market issues .  . 264. 
otalee ey tale Sila) 


Securities Investment Account 
Treasury bills : ; ; = 

















Other market issues .. 101 
Potilee ia ke bes hd 101 
Other Government Accounts 
Treasury bills sae On 4 
Other market issues .  . 445 
MeOta eet et ae 449 
General Public@) 
Treasury bills Tan, A 549 
Other market issues . . 6,937 
Ota eee We) Ge cen ye | eh eOD 
of which: 
non-residents? .  . ss. S03 
life insurance cos.@ () 700 
all other holders® @ 5,982 
Canada Savings Bonds . 38,094 
ion ee A OSO 
Total Outstanding 
Treasury bills Pee wre ea? 1,985 
Other market issues . . 12,168 
Canada Savings Bonds . 8,094 
Total anes inca bo «A. WEL ae 








(1) Residual. Includes investment dealers. 
(2) Preliminary estimates. 
(3) Holdings in respect of Canadian operations. 





Increase or decrease (—) during: 


1960 


a 


ts 
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GOVERNMENT OF CANADA DIRECT AND GUARANTEED SECURITIES 
DISTRIBUTION OF HOLDINGS 


pay values, billions of doilars 










Wednesdays 

20 TOTAL OUTSTANDING 20 16 T° MARKETABLE BONDS 16 
i8 14 14 
l2 l2 
10 10 
| 8 & 

GENERAL PUBLIC GENERAL PUBLIC 
—10 6y 6 





| ie , CHARTERED BANKS _ 


BANK er Sidolals 2 
GOVERNMENT ACCOUNTS 


1958 1959 i960 6i 1958 1959 1960 él 
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Consumer Credit and Finance Companies. ‘The total outstand- 
ing amount of credit extended to consumers by finance companies 
and retail dealers and of chartered bank unsecured personal loans 
(that is, personal loans other than those fully secured by marketable 
securities and home improvement loans) increased by $267 million 
in 1960 or by 9 per cent. The increase was $341 million in 1959, 
$195 million in 1958 and $54 million in 1957. 


In 1960 the total of finance company credit and retail dealer 
credit increased by $129 million compared with $175 million in 
1959, with small loan companies accounting for about half of the 
total increase in non-bank credit each year. 


Chartered bank unsecured personal loans rose sharply during 
the last nine months of 1960, after declining seasonally in the first 
quarter of the year. The total increase in these loans in 1960 
amounted to $138 million or 19 per cent and followed an increase 
of $166 million or 30 per cent in 1959. 

In addition to the increase of $19 million in instalment finance 
companies’ credit outstanding on consumers’ goods in 1960 their 
outstanding loans to finance other retail sales (commercial and 
industrial goods) increased by $35 million and their holdings of 
wholesale paper increased by $37 million. Their total receivables 
thus rose by $92 million in 1960 compared with an increase of 
$130 million in 1959. 

The chart on page 90 and the table on page 91 show the trends 
in the major components of consumer credit from 1954 to 1960. 
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FINANCE COMPANY AND RETAIL DEALER CREDIT 
EXTENDED TO CONSUMERS AND 
CHARTERED BANK UNSECURED PERSONAL LOANS? 










Quarterly — Millions of Dollars Tat 2 pal 
4000 4000 
| 
roTaL ff | 
3000}- f° {3000 
: na 
| 
| 
2000 /\~ | | | | 2000 
| { 
| 
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| 
| | 
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| Sm | ia : 
1000 1000 
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or 
diag Reore 








CHARTERED BANKS iu 


OQ | EL A ek Pe a ee a 0) 


1954 1955 1956 1957 1958 i959 1960 


+Excludes personal loans fully secured by marketable bonds and stocks and home improvement loans, 
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Consumer Credit and Other Loans to Individuals® 


(millions of dollars} 


Balances 


Onuianding Increase or decrease (—) in 


balances outstanding 


at EET I LE SE SN ET SE ET TL ED, 
Dec. 31/60 1955 1956 1957 1958 1959 1960 


Finance company and retail dealer 
eredit extended to consumers 


Instalment finance companies... 825 107 157° 24—12 2 sSenng 
Small loan companies ay BEET ie 549 64 77 6 39 83 65 
Department stores . . . . 364 41 17). 18) 9209 e ozo 
Other retaildealers . . . . 596 95 80 JON c1die278 

Sub-total. . . .  . 2,084 937 281 58°62 Nome? 


Chartered bank unsecured personal 


asia ie) a a! Tai liegs Us 87 90 —5—4(©133 166 1388 


————-— eer 





Total 2) eee MOA eRe Te, de ona ae Ty Srv ee be 2 327 276 54 195 341 267 


Other loans mainly to individuals 
for non-business purposes 


Chartered banks 


Secured personal loans . . 286 86 —13-50™ 30 —5 4 
Government-guaranteed home 
improvement loans . . . 56 94 14 Se Oe 2 —4 
Life insurance co. policy loans... 345 10 20° 925) STON eisai 
Quebec savings banks ae ae 14 1 3 2 —-l1 1 a 
Creditunions “oo. - = % * 93° 52° ©3210 G2 ae > 


{1) Excludes mortgages. 

(2) Excludes personal loans fully secured by marketable bonds and stocks and home improvement loans. 

(3) Fully secured by marketable bonds and stocks. 

(4) Changes are adjusted to exclude effect of reclassification of foreign currency loans at September 30, 1956. 

(5) Changes are adjusted to exclude effect of reallocation of inner reserves at January 31, 1957, 

*#Not available. Credit unions’ non-mortgase loans outstanding at December 31, 1959, amounted to $394 mililon. 
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Housing Finance. The total value of residential mortgage loans 
approved by lending institutions and Central Mortgage and Hous- 
ing Corporation declined to an estimated $717 million in 1960, 
compared with $1,018 million in 1959 and $1,199 million in 1958. 
The chartered banks virtually withdrew from this field of lending 
late in 1959 and remained inactive in 1960. The level of direct 
lending by C.M.H.C. was substantially below that of 1959 until 
late in the year when a number of policy changes resulted in the 
easing of terms for direct loans from C.M.H.C. Loan approvals 
under the National Housing Act made by life insurance companies 
and trust and loan companies rose sharply in the late summer and 
continued at a high level to the end of the year. Life insurance 
company approvals of conventional mortgage loans declined in 
1960 from the very high level of 1959, but total mortgage loan 
approvals by both life insurance companies and trust and loan 
companies were higher in 1960 than in 1959. No figures are avail- 
able regarding the flow of mortgage approvals by lenders other than 
these institutions and C.M.H.C. (Changes in mortgage holdings of 
financial institutions other than chartered banks are summarized in 
a table on page 77). 


Mortgage Loans Approved by Lending Institutions and 
Central Mortgage and Housing Corporation on 
New Non-Farm Residential Construction 
(millions of dollars) 


1955 1956 1957 1958 1959 1960 


Lending Institutions 





Chartered banks—NHA loans. . . . 326 158 $173 £300 = 175 1 
Life insurance companies 

TN RGN ERASE) (ONS Ue a ef fh V2 96), Lvl (lier bag 
Omemiogicwme leet iste. oe, ee (bE) 1904 1155) IS he Omer 
Total BME gue Mee MMi bce gees le 7 UOT LS yo cal Gee 

Trust, loan and other companies 
IN ATGaAneh fie ks lst sl yeaa 42 40 9 AT 19 64 
Orhersoansiia |i eihalahértsie pulheetilo 2 78 65 84 109 104 106 
ota ete ink HT) Lee oath ae! ie eldipnae YL 2Oe ed OS O38. 1d D2 4ee ee 
OMe) er a oh Sis G805 BL SiO. a Gi eee 
Central Mortgage and Housing Corporation. 18 20. 285. 889° 867.) 168 


Total-Lending Institutions and Central 
Mortgage and Housing Corporation . . 892 700 753 1,199 1,018 717 
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Interest Rates. Interest rates in the Canadian securities market 
declined from early in 1960 through to September apart from 
minor and short-lived interruptions and then rose again until late 
in the year. Yields on long-term Government bonds, which had 
reached a peak in the latter part of 1959 or early in 1960, declined 
until September 1960, and then rose again in the fourth quarter. 
Treasury bill yields, which had reached a peak of 6.16 per cent 
in August 1959, declined sharply during the first nine months of 
1960 reaching a low point of 1.68 per cent in September, rose to 
3.95 per cent at the beginning of December and declined to 3.25 
per cent by the end of the year. 

Yields on long-term provincial, municipal, public utility and 
industrial bonds, which had risen steadily from the second quarter 
of 1958 to late 1959 or early 1960, declined until the end of the 
third quarter and then rose again to the end of the year. Yields 
on common stocks rose irregularly from the end of July 1959 until 
early August 1960 and declined in the fourth quarter. 


Interest rates in the United States also declined from early in 
1960 until September and then rose gradually in the fourth quarter. 
The spread between yields on long-term Government bonds in 
Canada and the United States, which had increased in the latter 
part of 1959, tended to decline during the first nine months of 
1960. In the fourth quarter yields on long-term Government 
bonds in Canada increased more than in the United States so that 
the spread in yields widened again. 


The prime commercial loan rate charged by the chartered banks, 
which was raised from 54 per cent to 53 per cent in March 1959 
and again to 5% per cent in April 1959, has remained unchanged 
since that date. Interest rates paid by trust companies on guaran- 
teed investment certificates, by loan companies on debentures, and 
by finance companies and other corporations on short-term paper 
declined from late 1959 to September 1960 and have levelled off 
or increased since that time. 

Trends in interest rates during 1958, 1959 and 1960 are shown 
in the table on page 95 and the charts on the facing page and page 96. 
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GOVERNMENT SECURITY YIELDS 


Wednesdays — Per Cent 


ay, TREASURY BILLS * 5.50 
4.50 SL Wee 4.50 


3% DEC. 1, 196} 






4.50 


5%24% OCT. 1, 1962 





4.50 





34% SEPT. 1, 1965 





2%% JUNE 15, 1967-68 


AX’“-% SEPT. 1, 1972 





4.50 3%% JAN. 15, 1975-78 4.50 





Po 4.50 
3%% ook 1, 1979 a8 nen 
4.50 a : ZO eo | 4.50 
PRI 4%2% SEPT. 1, 1983 

vod paced Oe 5.50 
4.50 450 
3%% SEPT. 15, 1996 - MAR. 15, 1998 pen 
4.50 4.50 
3.50 

1958 1959 1960 1961 


ft 91-day bills. Average rate at weekly tender on Thursday following Wednesday date. 
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Interest Rates and Yields 


(per cent) 




















| High in High Low High in 
| Aug. in in Nov. 
Dec. 31 Sept. Dec. 30 Jan. Sept. Dec. Dee. 28 
1958 1959 1959 1960 1960 1960 1960 
Government security yields 
Ql-day treasury bills . . . 3.49 6.16 5.12 5.14 1.68 3.95 3.25 
B07, ec1,1961 . . . . 4.69 '°°6.42 5.27 5.51306 io See 
334% Sept. 1, 1965 . . 4.74. 6.22 6.00 6.00: -4.07) 74 Soar se 
234% June 15, 1967-68. . . 4.48 5.80 5.87 5.55 4.09 4.74 4.74 
414% Sept. 1, 1972 yo, 4.70 5182. 5.77 Oy 4G oe ae 
33,9, Jan. 16, 1975-78. . .. 4.76 5.61 5.60 5.76) 4:8) 75 40a! 
Bive,.Oct.1,1979. « « «. 442 5.80 5.80 5.42) 94.63) (5:20 
416% Sept. 1, 1983 . « % 4.81 5.81 5.71 5.80)4°880).5 20 ones 
Other long-term bond yields® 
10 provincials. . . . . 95.14 6.19 6.12 6.19 5.28 5.68 5.68 
10 municipals. . . . . 5.88 6.60 6.60 6.60 5.61 5.97 .5.97 
10 public utilities . . . . 5.14 6.01 6.04 6.17 5.29 5.54 5.46 
(OGndustrials.. . . . . 6.22 6:05 6:14 6:227°%5(24 05 G2mon 
40 bondaverage . . . . 5.22 6.21 6.23 6.80 5.385 5.68 5.68 
Common stock yields‘» 
Adinductrials). =. . .  « 3-79 '3.98\' 3195 14.46))4. 260) 4 bee 
Chartered bank prime loanrate . . 5% 52 53 52 54 54 5g 


Savings deposits 


Chartered banks . . . . 2% 22 23 23 28 23 2% 
Trust companies (typical rate) . 33 35 35 35 35 34 33 
Trust companies investment cer- 

tificates (typical l yearrate) . 4 54-52 54 55 4h 44 43 


(1) Average rate at tender closest to date shown. 

(2) Source: McLeod, Young, Weir & Company Limited. Figures shown refer to the first business day of the month 
closest to the date shown. 

(3) Source: Moss, Lawson & Company Limited in conjunction with the Toronto Stock Exchange. Figures shown 
refer to the Friday dates closest to the date shown. 

(4) High yield reached on March 11, 1960, A second high of 4.54% was reached on Aug. 5, 1960. 
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INTEREST RATES - CANADA AND UNITED STATES 


TREASURY BILLS. 
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LONG-TERM GOVERNMENT BONDS 


8 Monthly. 1954-58 — Weekly 1959-61 _— 8 
Per Cent 
) 6 
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CANADIAN MUNICIPAL AND 
U.S.A. CORPORATE BONDS 
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1. Source: McLeod, Young, Weir & Co. Ltd. 
2. Source: Moss, Lawson & Co. Ltd. in conjunction with the 
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Public Debt Operations. A summary of the changes in Gov- 
ernment of Canada direct and guaranteed securities outstanding 
during 1960 is shown in the table below. The details of new issues 
and retirements of Government bonds in 1960 are summarized in 
the table on pages 100 and 101. 

On Jan. 4, 1960 a new issue of $100 million of 5% per cent 
Government-guaranteed C.N.R. bonds maturing Jan. 1, 1985 and 
yielding 5.86 per cent was delivered. This issue was offered on 
Nov. 30, 1959 together with a $200 million issue of 53 per cent 
Government-guaranteed C.N.R. bonds maturing Dec. 15, 1964 
which was delivered on Dec. 15, 1959. The C.N.R. applied the 
cash proceeds of these issues to the repayment of imterest- Pegg 
capital advances from the Government. 

On Feb. 1 the Government offered two new issues of 54 per 
cent short-term bonds dated Feb. 15 which were optionally ex- 
changeable into long-term bonds. The first was a cash offering of 


Summary of Changes in Government of Canada 
Direct and Guaranteed Securities Outstanding 


(par values, millions of dollars) 














(1) Issues maturing June 10, 1960 or June 2, 1961. 





Increase or decrease (—) during: 





As at 
Dec. 31 1960 Year Year 
1960 10 20 3Q 4Q 1960 1959 
Treasury bills 
91 day bills 1,235 aan —75 -—-65 — —140 —120 
182 day bills 650 48 5d 65 20 188 462 
Special issues‘ 100 — —140 — — -—140 ° 240 
Total 1,985 48 —160 — 20 —92 982 
Market bonds 
Direct issues payable in 
Canadian dollars . 10,297 100 93 — —223 —30 —344 
United States dollars . 150 aaa — — — — —150 
£ sterling 19 — sacs ae — — —3 
Guaranteed issues . 1,676 100. — — 242 342) ea 
Total 12,142 200 05 19 312° —2f86 
Canada Savings Bonds 3,094 —§9 —84 —57 592 (362m ee 
_ Matured and outstanding 
market issues . 29 —3 1b 7 OD 10 5 
Total Lien P63 136 +640 637. 1 Oto iis 


$100 million of bonds maturing Oct. 1, 1962, with an option to 
the holder to be exercised on or before June 30, 1962 to exchange 
into an equal par value of 54 per cent bonds maturing Oct. 1, 1975, 
priced to yield 5.70 per cent to Oct. 1, 1962 or 5.55 per cent if 
exchanged and held to Oct. 1, 1975. This offering was an addition 
to an outstanding issue and brought the total amount of this 
maturity to $350 million. The cash proceeds were to be used for 
general purposes of the Government. The second part of the 
offering was $200 million of Government bonds due Apr. 1, 1963 
with an option to the holder to be exercised on or before Dec. 31, 
1962 to exchange into an equal par value of 54 per cent bonds 
maturing Apr. 1, 1976, priced to yield 5.76 per cent to Apr. 1, 
1963 or 5.57 per cent if exchanged and held to Apr. 1, 1976. This 
maturity was offered only in exchange for an equal par value of 
2% per cent bonds due Apr. 1, 1960 valued for exchange purposes 
at $101.00 including all accrued interest to Feb. 15, 1960. 


On Mar. 14 plans were announced for the refunding of the 
outstanding balance of $329 million of the 2% per cent bonds 
maturing Apr. 1, 1960. The Bank of Canada agreed to acquire, 
in partial refunding of its holdings of the maturing issue, $129 
million of $3 per cent bonds due Apr. 1, 1963 optionally con- 
vertible into 54 per cent bonds due Apr. 1, 1976, and $200 million 
of new bonds dated Apr. 1 were offered for public distribution. 
These new bonds consisted of two maturities. The first, allotted 
in an amount of $80 million, consisted of 54 per cent bonds due 
Apr. 1, 1969. ‘The second, allotted in an amount of $120 million, 
consisted of 54 per cent bonds due Apr. 1, 1963 exchangeable at 
the option of the holder, on or before Dec. 31, 1962, into an equal 
par value of 54 per cent bonds due Apr. 1, 1976. This latter 
offering was an addition to the $129 million of bonds of this 
maturity acquired by the Bank of Canada, and the $200 million 
issue dated Feb. 15, 1960, bringing the total outstanding to $449 
million. A feature of this offering was the sale of a portion of the 
new issues to primary distributors at competitive tender. Firm 
offerings totalling $75 million in each maturity were made to 
primary distributors at an issue price of 97.75 per cent for the 1969 
maturity to yield 5.82 per cent and at an issue price of 99.75 per 
cent for the 1963 maturity to yield 5.59 per cent for three years, 
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or 5.52 per cent if exchanged into the 1976 maturity. In addition 
to the firm offerings accepted by primary distributors and sales to 
Government investment accounts, $5 million of the 1969 maturity 
was sold to primary distributors at an average tender price of 98.25 
per cent and $44 million of the 1963 maturity was sold at an 
average tender price of 100.23 per cent. 


On May 16 plans were announced for the advance refunding of 
$240 million of treasury bills maturing June 10 through the sale 
of new issues of Government bonds and treasury bills. The new 
issues dated June 1 consisted of $90 million of 44 per cent Govern- 
ment bonds maturing Dec. 1, 1962 and $50 million of 366 day 
treasury bills maturing June 2, 1961, both offered to primary dis- 
tributors at competitive tender. The Bank of Canada agreed to 
acquire an additional amount of $50 million of each issue at the 
average prices of accepted tenders from primary distributors. 
Payment for both issues could be made either in cash or by sur- 
render of treasury bills maturing June 10 and valued for this 
purpose at 99.95 per cent. ‘The average price of successful tenders 
on the 44 per cent bonds was 99.91 per cent to yield 4.29 per cent 
and on the treasury bills was 96.71 per cent to yield 3.39 per cent. 
The cash proceeds of $112 million from this issue were used for 
redemption of treasury bills maturing June 10 which had not been 
presented in payment for the new issue. On June 1 the residual 
amount of outstanding Sixth Victory Loan bonds, amounting to 
$47 million, matured. 


One of the features of the 54 per cent Government bonds dated 
Oct. 1, 1959 and maturing Oct. 1, 1960 was an option to the 
holder, up to June 30, 1960, of exchanging these bonds for an 
equal par value of 53 per cent bonds due Oct. 1, 1975. By June 30 
$121 million of the total issue of $135 million had been exchanged. 
The remaining $14 million matured on Oct. 1. 

On Sept. 12 a new issue of $250 million of Government-guaran- 
teed C.N.R. bonds dated Oct. 1 was offered. The issue consisted 
of $75 million of 43 per cent bonds due Apr. 1, 1967 priced to 
yield 4.68 per cent and $175 million of 5 per cent bonds due Oct. 1, 
1987 priced to yield 5.17 per cent. ‘The cash proceeds were used 
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by the C.N.R. to repay interest-bearing capital advances from the 
Government of Canada and for capital expenditures of the 
Company. 

On Nov. 28 the Government announced a new issue of $600 
million of short-term Government bonds dated Dec. 15, 1960 to 
provide for the refinancing of $400 million of the $609 million of 
3 per cent Government bonds maturing Dec. 15, 1960 and the 
partial advance refunding of $200 million of 3 per cent Govern- 
ment bonds due Dec. 1, 1961. The Government announced that 


New Issues, Retirements and Conversions of Government of Canada 
Direct and Guaranteed Bonds, 1960 





Date of Amount 
Issue or (millions of dollars) 
Redemption Type of Security New Issue Retirement 

Jan.) “1 CON Ri-—-GovtsGta.. 95) 100 

Feb. 15 Govee Loan Or C1 ie ke tee 100 

Feb. 15 Govt. Loan“ Peres 828 oe yee 200 

Feb. 15 Govt. Loan™ Bt yehsiaan se priya Wye 200 

Apr. 1 Govt oan Os” Ae me ana 249 

Aprairil Govetlodnirh Wii hr eta oe 80 

Apr bl Govt sloant, & i At whsveus ule 329 

June 1 Govt. Loan ® WAL), (ata Nd the ita ps 140 

June 1 Sixth) Victory Loan, «ac ee 47 

June 300» (Crop an Boch ke ee ees ne ee 121 

June 3000 Govt. Loan“ CRASS Sh ES late 121 

Geran) it GOovteloanion due at) foes © 14 

Ory C.N.R.—Govt. Gtd. . : . : lo 

Oct CN (Re—GovisGtd 9) Ona, 175 

Dec. 15 Gove? Goat suse & qty Pay Lae el ens 300 

Dec. 15 Govenloaniesibssdlepe. tae dee els 300 

Dec. 15 GOUCu OAT pee eee an) tae 609 

Dec. 15 Govt. Conversion Loan . . . 200 
Canada Savings Bonds . ... 947 964. 
Other retirements Galen 8 

2ST 2,092 














a) 


(1) An addition to an outstanding bond issue. 

(2) Exchangeable at the option of the holder on or before June 30, 1962 into an equal par value of 544% non- 
callable bonds due Oct. 1, 1975, yielding about 5.55% for 15 years, 74% months. 

(3) Exchangeable at the option of the holder on or before Dec. 31, 1962 into an equal par value of 544% non- 
callable bonds due Apr. 1, 1976, yielding about 5.57% for 16 years, 144 months. 

(4) Conversion of part of issue. 

(5) Includes accrued interest. 

(6) Exchangeable at the option of the holder on or before Dec. 31, 1962 into an equal par value of 534% non- 
callable bonds due Apr. 1, 1976, yielding about 5.52% for 16 years. 
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it would retire $209 million of the maturing issue, of which $100 
million was already held by its Securities Investment Account and 
$109 million would be paid off out of cash balances. An amount 
of $200 million of the new issue was offered to primary distri- 
butors. The Bank of Canada agreed to exchange $200 million of 
its holdings of the maturing issue for bonds of the new issue, and 
also $200 million of its holdings of the Dec. 1, 1961 maturity for 
bonds of the new issue. The new issue consisted of two maturities: 
$300 million of 3 per cent bonds due June 15, 1962 yielding 3.86 





Currency Coupon Date Earliest Issue or 
of Rate of Call Conversion Yield 

Payment % Maturity Date Price % 
Cc 534 Jan. 1/85 NC 98.50 5.86 
C 5% Oct. 1/62 NC 99.50 5.70 
C 5% Apr. 1/63 NC 99.25 5.76 
C 234 Apr. 1/60 NC 101.00¢» 
Cc 5% Apr. 1/63 NC 99.75 5.59 
Cc 5% Apr. 1/69 NC 97.7568) 5.82 
Gs 234 Apr. 1/60 NC 
Cc 4l4 Dec. 1/62 NC 99.9109 4.29 
C June 1/60 June 1/57 
C 5% Oct. 1/75 NC 
C 5% Oct. 1/60 NC 
Cc 5% Oct. 1/60 NC 
Cc 4% Apr. 1/67 NC 99.00 4.68 
C Oct. 1/87 NC 97.50 De bil 
C 3 June 15/62 NC 98.75 3.86 
C 4 Dec. 15/63 NC 98.75 4.45 
Gi 3 Dec. 15/60 NC 
C 3 Dec. 1/61 NC 


(7) $205 million was sold at this price. The remaining $44 million was sold to primary distributors at competitive 
ice of 100.23%. ? The 2 
(8) Be se tie price. The remaining $5 million was sold to primary distributors at competitive 
: ice of 98.25%. : 
(9) penoier Dicediad: Rr part of $240 million of treasury bills maturing June 10, 1960. The remainder was 
refunded by a new issue of $100 million of 366 day bills maturing June 2, 1961. 

(10) Average price of successful tenders. 

(11) On or before June 30, 1960. 
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per cent, of which $120 million went to primary distributors and 
$180 million was taken by the Bank of Canada, and $300 million 
of 4 per cent bonds due Dec. 15, 1963 yielding 4.45 per cent of 
which $80 million went to primary distributors and $220 million 
was taken by the Bank of Canada. 


The terms of the 1960 series of Canada Savings Bonds were an- 
nounced on Sept. 19. The new bonds, dated Nov. 1, 1960, will 
mature in 10 years and provide an average yield of 4.71 per cent 
if held to maturity. Interest payable annually is graduated to 
provide 4 per cent the first year, 44 per cent the second year, 44 
per cent the third, 44 per cent the fourth, and 5 per cent for each 
of the remaining six years. The limit for holdings in any one name 
was set at $10,000. On Dec. 31 total sales of this issue amounted 
to $826 million compared with sales of $1,416 million of the 1959 
series and $844 million of the 1958 series during the comparable 
periods each year. However redemptions of outstanding Canada 
Savings Bonds were much lower in 1960 than in recent years so 
that the net increase in Canada Savings Bonds outstanding during 
the fourth quarter of 1960 was $592 million compared with $550 
million in 1959 and $508 million in 1958. ‘Total sales during the 
year 1960 amounted to $947 million while total redemptions and 
maturities of all series amounted to $564 million so that the net 
increase during the year was $382 million. In 1959 the net increase 
during the year was $317 million and in 1958 was $246 million. 
Payroll sales of the 1960 series were $216 million compared to 
$219 million of the 1959 series and $207 million of the 1958 series. 
The total amount of Canada Savings Bonds outstanding at the end 
of 1960 was $3,594 million or 20.3 per cent of the Government’s 
total direct and guaranteed securities outstanding and 32.4 per cent 
of that part of the debt which was held by the general public. 


During the year the average term to maturity of market issues 
of Government securities outstanding shortened by one month and 
stood at 9 years 5 months at Dec. 31. The average term to 
maturity of the general public’s holdings of market issues increased 
by 8 months and stood at 11 years 6 months at the end of the year. 
A table showing the classification by term to maturity of the total 
of Government securities oustanding and of the general public’s 
holdings appears on the facing page. 
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Government of Canada Direct and Guaranteed Securities 
Classified by Term to Maturity 
(par values, millions of dollars) 


Increase or decrease (-) during: 


As at 
Dee. 31, ir 1200) LU Cee Year Year 
TQ 20 30 4Q 1960 1959 


Total Amount 




















Outstanding 
Vreasuryapils’ ss) 1% % 2) 41,985 48 —160 — 20 —92 582 
Other market issues 
2yearsandunder . . . 2,251 —115 —482 —7 —28 —632 549 
Over2andupto5 years . 2,806 212 388 1,267 —191 1,676 —876 
Over 5anduptol0 years . 1,160 — 280 —1,267 72 —914 128 
Over 10 years. . . . 9,950 100 -—-78 — 17E 938 18 
Total market issues 
(bonds and treasury bills) . 14,1538 245 —52 —7 45 230 401 
Canada Savings Bonds . . 3,094 —69 —84 -—57 592 382 317 
Tue. | 1v,747 «A 7en=siae! Meee gS coms 
Average maturity of 9 yr. —-2 +1 —3 4+2 -1 -9 
marketissues . . . +. Omo. mo. mo. mo.|' 10,, {mMosmo-: 


Amount Held by 
General Public 


Treasury bills . . . . 549 —21 —143 —104 61 —206 341 
Other market issues ; 
Qyearsandunder . . . 1,172 44 —480 —172 105 —454 606 
Over2andupto5years . 1,200 153 9-234 465 —323 5380 258 
Over 5and up to 10 years. 559 42 147 —482 14 —279 172 
Over10 years. . . . 4,005 97 105 17 164 382 64 


———_ aaron 





Total market issues 


(bonds and treasury bills). 7,485 316 —88 —277 22 —28 1,440 








Canada Savings Bonds . . 3,094 —=60 —84 )=-57 | .592) 382eunoa 
ae ee Et 947 —172 —334 614 355 1,757 

Average maturity of 1h ya —3 +4 +2 +4 +8 —2yr. 
market issues . . + + OMmo. mo. mo. mo. |. moly Wns Oimo: 


BANK OF CANADA e STATEMENT 





ASSETS 
1960 1959 
Foreign exchange* 
Pounds sterling and U.S.A. 
dollars. $ 54,325,052 $ 41,030,477 
Other currencies . ‘ 165,209 146,420 


$ 54,490,261 $ 41,176,897 
Cheques on other banks 149,945,973 $ 145,547,390 


Accrued interest on investments $ 24,598,760 $ 25,995,824 


Investments — at amortized values 
Treasury bills of Canada . $ 404,354,058 $ 305,853,111 
Other securities issued or guaran- 
teed by Canada song with- 
in two years 4 353,433,782 514,536,500 
Other securities issued or guar an- 
teed by Canada not maturing 


SF 


within two years 1,931,943 ,841 1,800,242 ,047 
Debentures issued by Industrial 

Development Bank ! 64,378,939 58,607,742 
Other securities — U.S.A. 

Government* . : 24 357,001 18,522,311 


$ 2,778,467,621 $ 2,697,761,711 
Industrial Development Bank we 
Total share capital at cost $ 25,000,000 $ 25,000,000 


Bank premises 
Land, buildings and equipment— 
at cost less accumulated depre- 


ciation ’ ; $ 11,470,473 $ 10,878,656 
Net balance of Government of 
Canada payments and collections 
in process of settlement $ 21,238,081 
Other assets . ; ; $ 471,031 $ 493 ,308 


$ 3,044,444,119 $ 2,968,091 ,867 


*Foreign currencies converted to Canadian 
dollars at year-end closing rates. 


J. E. Coyne, Governor A. J. Norton, Chief Accountant 
Ottawa, January 30, 1961 


i ASSETS AND LIABILITIES 


Ss Asl DEC EMBER 3:1.) 19°60 
with comparative figures at December 31, 1959) 











LIABILITIES 








1960 1959 

Capital paid up $ 5,000,000 $ 5,000,000 
Rest fund $ 25,000,000 $ 25,000,000 
Notes in circulation $ 2,061,743,386 $ 2,020,525,198 

| Deposits 
| Government of Canada . $ 35,721,014 $ 45,587,773 
Chartered banks . 662,584,610 636,981,802 
Other : A : Bo,200;Lt0 34,789,621 


$ 731,583,799 $ 717,359,196 


Liabilities payable in pounds 

sterling, U.S.A. dollars and other 

foreign currencies* 
To Government of Canada $ 59,573,053 $ LWARASM LAT 
To Others . 9,036,950 7,768,089 





> 68,610,003 $ 50,019,316 


Bank of Canada cheques 
outstanding . : ¢ 149,194,297 $ 149,191,317 


Net balance of Government of 
Canada collections and payments 
in process of settlement $ 2,026,977 


Other liabilities : $ 1,285,657 $ 996,840 
® 3 044,444,119 $ 2,968,091,867 








Auditors’ Report ® We have made an examination of the statement of assets and 
liabilities of the Bank of Canada as at December 31, 1960 and have received all the 
information and explanations we have required. We report that, in our opinion, the 
above statement correctly sets forth the position of the Bank at December 31, 1960 
according to the best of our information and as shown by the books of the Bank. 


RosAIRE COuURTOIS, C.A. W. R. Kay, Gon 
of Courtois, Fredette & Co. of Fred Page Higgins & Company 


PROFIT AND LOSS ACCOUNT 


FOR THE YEAR ENDED DECEMBER 31, 1960 
(with comparative figures for the year ended December 31, 1959) 


@ 
1960 1959 
Profit for the year ; : ; $90,175,489 $74,011,728 


Paid to the Receiver General of Canada for 
credit of the consolidated revenue fund $90,175,489 $74,011,728 
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